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FOREIGN EXCHANGE AND EXPORT TRADE POLICY! 


THE outbreak of hostilities was followed immediately by the 
institution in Great Britain of a fairly comprehensive control both 
of foreign trade and of foreign payments. The abrupt fall in 
British exports in subsequent months and a more careful appreci- 
ation of the economic position of Nazi Germany have led to an 
increasingly insistent demand for a more active foreign trade and 
foreign-exchange-control policy on the part of the Allies. It is 
not possible here to attempt a detailed statistical analysis to test 
the validity of these demands.” Nor is it possible to investigate 
those aspects of the control whick concern themselves with the 
prevention of an export of capital. For the purpose of this paper 
it will be assumed that :— — 


(a) The war economic effort will require a full use of all 
available resources. 

(b) We shall have to increase substantially the present 
proportion of our imports paid for by current exports in 
order to safeguard our foreign exchange reserves for future 
contingencies and maintain our foreign markets.’ 

(c) We shall have to intervene actively in neutral countries 
contiguous to Germany in order to prevent, or at least 
impede, her supplies by commercial and financial, as con- 
trasted with naval, measures. 


We shall inquire, on the basis of these assumptions, what policy 
in the field of foreign trade is likely to ensure from the purely 


1 I am indebted to Mr. N. Kaldor for valuable suggestions and criticism. 

2 I have to refer to the Round Table War Pamphlets No. I, How Shall We 
Pay for the War, for a discussion on the advantages of using the existing pro- 
ductive equipment for obtaining essential war supplies (including arms) from 
abroad, and the factors determining the limits of this policy. It seems para- 
doxical, but is true, that the liquidation of foreign assets due to a failure of main- 
taining exports is very much more ominous for the future than an identical loss 
due to increased imports. 

3 The publication of the first order mobilising British-owned American securi- 
ties and of the January trade return showing an adverse balance of not less 
than £60-2 millions (excluding shipping losses) emphasises the importance of the 
problem. 
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economic point of view the maximum result at the smallest 
cost. 
I 


The Facts of British Foreign Exchange Policy since the Outbreak 
of War} 

After a costly but fruitless attempt to hold sterling at the level 
of $4.68—a level which had long been recognised as too high 
(even if the export of capital is disregarded)—intervention was 
suspended immediately prior to the outbreak of war (August 
25, 1939). Sterling thereupon fell to 4.10, and fluctuated sub- 
sequently between 4.25 and 4.40 to the dollar. Bank rate was 
raised from 2 to 4 per cent. on the previous day. 

The first comprehensive control of foreign exchange dealings 
was instituted on September 3, 1939. The official rates of ex- 
change were fixed by the Bank of England on September 5, 1939, 
on the basis of a dollar parity of 4.04—1.e., more than 3 per cent. 
below the last unofficial (“free ’’) quotation. This was sub- 
sequently (September 14, 1939) reduced to 4.03. The reduction 
caused a flood of selling abroad, which carried the free rate below 
those officially fixed. The order required private holders of gold 
and foreign exchange to surrender it to the Treasury,’ at the official 


1 This section is based entirely on published material. It is therefore neces- 
sarily incomplete, and may in certain respects be mistaken. No information 
has been published on the policy of Government Departments relative to their 
direct purchases abroad which are increasingly important. I am indebted to 
Mr. E. G. Cass of New College, Oxford, for suggestions and information. The 
Regulations are issued under the authority of the Emergency Powers (Defence) 
Act, 1939 (2 and 3 Geo. VI. ch. 62). The Regulation now in force was issued on 
November 23, 1939, and is entitled Defence (Finance) Regulations Amendment 
(No. 2) Order 1939 (S.R. and O., No. 1620). It was further amended (cf. below 
on the transfer of claims from domestic to foreign accounts) by an Order in 
Council dated December 20, 1939 (S.R. and O., 1939, No. 1827). It superseded 
the Defence Finance Regulations Amendment Order, 1939 (S.R. and O., 1939, 
No. 1067), dated September 3, 1939, which “ in effect superseded ”’ the Order in 
Council (S.R. and O., 1939, No. 950) dated August 25, 1939, containing the Defence 
(Firance) Regulations, 1939, in their original form. 

2 The registration of assets in specified foreign countries was ordered as early 
as August 26. No objections are raised by the Treasury against the sale of such 
securities to foreigners, proyided the proceeds are surrendered to the Treasury. 
This policy seems intelligible only if we assume (a) that the liquidation of these 
securities by private holders is the result of a considered opinion on their part 
and not connected with their financial position; (b) that therefore the value of 
these securities will fall in the course of the war more than the compound interest 
earned on them until such time as their liquidation becomes necessary. Both 
assumptions seem unwarranted. Nor is there any reason to believe that a 
‘* piecemeal ”’ liquidation would produce better results than direct negotiation 
with the Government and Central Bank of the countries in which we are selling 
assets. Cf, below, p. 20, on the use of clearing agreements in this connection. 














1940] FOREIGN EXCHANGE AND EXPORT TRADE POLICY 3 


rates of exchange. The currencies were designated in a Treasury 
Minute dated September 4, 1939. 

A very good case could be made out for a country like Great 
Britain, the population of which is not highly attentive to foreign 
exchange fluctuations (unless, indeed, they are accompanied by 
serious internal price movements), and which is a depository of 
large foreign balances, to permit sales of its currency to have their 
natural effect on its value—as long as foreign exchange transactions 
are not controlled. This would have safeguarded the foreign 
reserves of the country and discouraged the export of capital. But 
it is somewhat difficult to explain why the authorities should have 
decided to depreciate sterling after exchange control was instituted.1 
It seems questionable whether the grant of an extra profit to those 
who had previously bought foreign exchange made the requisition- 
ing of gold and foreign exchange easier. The rate fixed was below 
the level to which sterling had been driven by a heavy export of 
capital and speculative sales. It is highly probable that it did not 
correspond to the relative cost-levels in Britain and elsewhere. 
As it will be argued below, the Treasury could not hope to achieve 
much for exports by this measure. The concomitant price policy 
of the raw-material controls endeavouring to keep prices from 
rising tended to decrease further the foreign exchange receipts.? 

The principles of control underwent considerable changes in 
subsequent months. The transfer of funds from ‘‘ domestic ”’ to 
foreign accounts was at first governed by different rules than those 
affecting applications for obtaining foreign exchange from the 
Control. Whereas the latter (Form E) were numbered, had to be 
filled in in duplicate and submitted to the Bank of England, 
no such formalities were needed with respect to sterling transfers 
to foreign accounts. A form comprising very much less detailed 
information (E 1) had to be filled up and merely stamped by the 

1 A similar difficulty exists concerning the reasons for the raising of the Bank 
rate. The effect of a rise in the Bank rate normally is that (a) it attracts foreign 
funds; (b) it induces domestic creditors to foreign countries to withdraw their 
credits; (c) it promotes the liquidation of stocks of commodities held on the 
basis of domestic credits and finally (d) it tends to depress home demand generally. 
On the eve and immediately after the outbreak of hostilities it cannot have been 
expected to be effective in the first direction. Domestic lenders to foreign 
countries were instructed to withdraw their credits by the Defence Regulations. 
It is almost certain that an indiscriminate dissipation of stocks of commodities 
(further enforced by the institution of a flat war risk premium which raised the 
effective rate of interest to above 10 per cent.) was contrary to public interest. 
And, finally, its effect on general demand was far too slight in comparison to 
other influences then operating to be of much use. 


2 E.g., lead sheets were sold in Scandinavia by British exporters below the 
price of raw lead ruling in other countries. 
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bankers. It is said to have been devised mainly as a precaution 
against trading with the enemy. No direct control was exercised 
over the authorised dealers. There was, and still is, no 
regulation or limitation on the transfer of funds from “ foreign ”’ 
to “resident” or “foreign” to “foreign” accounts. Thus a 
foreign holder of sterling balances could always sell them to 
another foreigner who needed them for paying his obligation to 
‘residents ’” (e.g., for exports or services). Hence the true 
external value of the pound for all transactions with foreigners 
settled in sterling is not the official rate, but the “free” or 
“black market” rate—i.e., the rate at which foreigners can 
obtain sterling from other foreigners (or, illegally, from residents) 
as long as that rate is below the rate fixed by the control. British 
exporters will obviously tend to invoice in sterling as long as such 
‘discount ”’ obtains on the official rate, because this price in 
terms of foreign currencies converted at the free rate at which 
the foreign purchaser can obtain sterling to discharge his obli- 
gation will be lower (or they can quote a higher sterling price) 
than if they quoted a price in foreign currency. This is because 
in the latter case the exporters would be required to sell the pro- 
ceeds they obtain at the higher officiai value of the pound to the 
Bank of England, and would therefore be obliged to base their 
calculations on that rate. 

The free rate, however, showed at times a sizable discount 
relative to the official rate. It was at one moment 3.75 against 
4.04—4.e., over 7 per cent. This seems to have been due at first 
to the policy of the Departments concerned with the restriction of 
imports to grant import licences rather more freely in case of 
imports invoiced in sterling than those invoiced in foreign currency. 
There arose a steady offer of sterling quite apart from that ori- 
ginating in foreign-owned sterling balances, the sterling proceeds 
of foreign-owned securities and the illicit export of capital due 
to the considerable loopholes in the structure of the control (now 
partially stopped). As long as the free rate was depressed it 
remained the effective influence on the internal price level so far 
as all exports were concerned (except in cases where Government 
Departments forced entrepreneurs to invoice in foreign exchange) 
and also those imports for which the Bank did not furnish foreign 
exchange. All importers, of course, will try to get foreign exchange 
from the control, since it is cheaper. Thus if the control wishes 
to render its official rate effective, it must sell foreign exchange 
without obtaining much, if any, of the current supply. The 
demand for sterling originating in British exports will then be 




















1940] FOREIGN EXCHANGE AND EXPORT TRADE POLICY 5 


free to raise the uncontrolled towards the official rate. The 
improvement in the free sterling rate in New York ! indicates that 
this must have been happening lately. It is probable, moreover, 
that the authorities, after the first period of experimentation, 
drastically revised their attitude towards imports payable in 
sterling.” 

This second phase of the British exchange control dates from 
the end of November. The Defence Finance Regulations Amend- 
ment (No. 2) Order eliminated certain of the more obvious loop- 
holes in the control of capital export. A further order was issued 
on December 22 amending the procedure relating to payments 
from domestic to “foreign” sterling accounts. On January 2 
instructions determining the procedure to be followed in these 
cases were issued. The new form (E 1) is in all its details identical 
with the form which has to be filled out when an importer applies 
for foreign exchange from the control. 

As early as October 4 an official circular had been sent to 
authorised dealers requesting them to discourage importers from 
concluding deals in terms of dollars for purchases from countries 
other than the U.S.A., even if dollar payments had been the 
trade custom before the war.’ On December 14 the Treasury 
went a step further, and reiterated the request to the Chambers of 
Commerce. But in all these cases sterling invoicing of imports 
was permitted (though, as it seems, not encouraged). And after 
a short period the authorities did not hinder British exporters 
from invoicing in sterling. No new obstacle was placed in the 


1 It has fluctuated within the range of 3.93-4.01 in December, 1939, and 
January, 1940. 

2 The wide spread between selling and buying rates and the considerable cost 
in commissions must have had an unfavourable influence on exports. 

3 Imports from countries with ‘‘ restricted ’’ currenci 4.€., currencies which 
could be dealt in only through the control—were to be invoiced in sterling or 
in the currency of the country of origin, not in an unrestricted currency. In 
December, however, the main difference between ‘‘ restricted ’’ and unrestricted 
currencies was abolished. Authorised dealers were instructed to report all 
transactions to the Bank of England. A further difference in policy, not quite 
clear under present conditions, is that between so-called “‘ hard”’ and “ soft” 
currencies. The Defence (Finance) Regulation (No. 2) (S.R. & O., No. 1251) 
dated September 21, 1939, three weeks after the outbreak of hostilities, gave 
powers of controlling export proceeds, It does not seem to have been enforced 
rigorously. This aspect of the foreign exchange control cannot be analysed in 
detail. The Daily Telegraph (February 19, 1940) reports that new measures are 
contemplated to discourage the invoicing of certain exports in sterling. The 
Economist (February 24, 1940) seems to believe that measures will be taken to 
control the leakage by way of the Empire trade. It is questionable whether 
piecemeal measures without a change in the basic system will accomplish enough 
and quickly enough. 
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way of sales of sterling by foreigners to foreigners or of sterling 
payments from foreign to domestic accounts. 

Thus, as far as deals concluded in the currency of the export- 
ing country are concerned, the British authorities seem to have 
favoured a bilateral solution in financial relations, 7.e., the con- 
ducting of trade in the currency of the country concerned. But, as 
we have seen, the national of any country can sell his sterling to 
the national of any other country and obtain foreign exchange, 
except where Britain has concluded a clearing or payments 
agreement with the country of the exporter. This will certainly 
encourage sterling invoicing of exports to Britain: the foreign 
exporter will prefer payment in a currency against which he could 
obtain dollars. As long as the sale of sterling owned by the national 
of any foreign country against dollars to the nationals of any 
other country is permitted it is difficult to see how bilateralism 
can be practised. Here, then, there is a basic contradiction in the 
British foreign-exchange control which is the result of the clash 
of the desire to limit the drain on the dollar resources of the 
country and the desire to maintain the “ international character ” 
of sterling. If the authorities wish to prevent a depreciation of 
sterling, they must either prevent imports being invoiced in 
sterling (hence the ever increasing restrictions on sterling transfers 
into foreign accounts) or else be prepared to lose dollars. As 
long as foreign-owned sterling balances—whether arising out of 
financial transactions of the past or out of current commercial 
transactions—are freely transferable to domestic accounts or to 
the accounts of foreigners irrespective of the nationality of the 
foreigner, it is impossible to discriminate between them and limit 
their use. If this present universal freedom tends to maintain 
the external value of “free” sterling (because it is the free use to 
which they can be put which causes the demand for them), it 
widens the scope of influence of any depreciation of sterling on 
the internal economic system.! If at the beginning of the war 
the differentiation, between applications for permission of sterling 
payments into foreign-owned sterling accounts and applications 
for foreign exchange from the Control was unjustified, the present 
complete identification of the two is justified only in so far as the 
value of “free” sterling remains at or near the official rate. 
For otherwise sterling will in effect be depreciated and we shall 


1 The limitation of, and differentiation between, the uses to which various 
foreign owned balances can be put would tend to depreciate their value. At 
the same time it would render this depreciation innocuous (e.g., certain balances 
could only be used for the purchase of luxuries or for investment, etc.). 
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suffer from all the drawbacks which this implies in war-time.! 
It is therefore probable that the authorities will be forced to adopt 
measures limiting the transfer (and use) of foreign-owned sterling 
balances from the nationals of one country to those of another 
or to domestic accounts. This can be done only by clearing or 
payments agreements and some blocking arrangement. There 
are signs that such policy is contemplated. Unfortunately it is 
slow to materialise, and far too haphazard to be quickly effective. 
The Treasury still seem to have much time and foreign exchange 
at their disposal. 

Two questions can be raised in this connection, which can be 
answered only tentatively. 


(a) What happens to sterling paid to the Dominions and 
other members of the sterling block for supplies? Is there 
any control exercised over their policy of buying abroad ? 
Would it not be necessary to establish an Imperial (preferably 
an Anglo-French Imperial) Exchange Control ? 

(b) Would it affect the foreign balance of Britain un- 
favourably if it bought from the United States certain 
(especially agricultural) products which it was accustomed to 
purchase in the U.S.A. before the war and has discontinued 
purchasing since on account of the desire to conserve dollar 
reserves, if an agreement can be reached at the same time 
about the use, if any, to which the sterling proceeds of these 
American exports can be put during the war ? 


The present policy implies that the authorities are indifferent 
whether the Dominions use the proceeds of their exports to 
Britain (which are, presumably, credited to them as “ free 
foreign ”’ sterling) (a) to repay their sterling debts, (6) to purchase 
elsewhere by first selling sterling in a “free”’ market, (c) for 
purchases in Britain. But, surely, the first of these uses would 
lower our future foreign income, the second would tend to exhaust 
the free exchange (dollar) reserves because the proceeds of British 
exports to the free-exchange countries would be used to purchase 
the sterling offered by the Dominions. Only the third use can, 
from a British point of view, be regarded as innocuous. 


II 
Aims and Methods of a Rational Policy for the Future. 


Within the framework of orthodox economic policy there are 
two general methods for improving the balance of trade : internal 
1 Cf. Part 2 below. 
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deflation—reducing the incentive to produce for home sales—or 
currency depreciation 1—increasing the incentive to sell abroad, 
or to substitute home products for imports. 

The disadvantages of a policy of deflation, at a time when a 
considerable part of productive resources have to be diverted to 
war purposes, are too obvious to require further consideration. 
The drawbacks of the alternative policy of currency depreciation 
are less obvious; indeed, the unpleasant memories of the years 
1925-31 appear to endow this method with the character of a 
panacea.? Yet, as we shall argue below, as a war-time policy this 
method of readjustment also suffers from grave disadvantages. 

It is still very imperfectly understood that the advantages of 
depreciation as a method of achieving a better balance in inter- 
national trade depend on two effects, neither of which operates 
under war conditions. The first is that it increases the proportion 
of currently produced output which is available for export. The 
second is that it stimulates investment of resources in the export 
industries and in the industries competing with imports. It is 
clear that the scope of the first effect is very much reduced in 
war-time; it is, in fact, limited to the class of non-essential 
civilian goods. For the stimulus of higher export prices will not 
affect the home demand for goods which are essential for military 
or civilian purposes; it will merely raise their sterling price. The 
paralysis of the pricing mechanism due to the war is generally 
recognised so far as imports are concerned. No one would 
dream of leaving depreciation to check imports. But there is 
still no appreciation of an identical position with respect to 
exports, which are at least equally, if not more, important. The 
second effect of depreciation is the consequent adaptation of the 
structure of industry; and in the absence of idle resources such 
adaptation is bound to be very slow in any case.* In war-time 
moreover, the inducement for such adaptation of any given 


1 These can be reinforced by specific measures, such as tariffs, etc. 

2 Even some professional economists seem unable to free their minds and 
thi>k in terms of the present problems. Z.g., Mr. Durbin, in his book How to 
Pay for the War, advocates a “ mild ”’ inflation of 100 per cent. (though how he 
proposes to control the concomitant overwhelming speculative and anticipatory 
urge is not stated) and dismisses the international aspects of the policy he advo- 
cates, in a few pages putting forward nebulous generalities, by assuming that 
‘*we should continue to enjoy the competitive advantages of a depreciated 
exchange ”’ (p. 99). 

3 Nor is it certain that, under the present artificial and violently changing 
conditions, the effectiveness of depreciation in this sense would be desirable. 
If the change is not permanent and further changes are not in the same direction, 
the accomplished readjustment—.e., new investment—will turn out to be “‘ mis- 
directed ’’ and lost. 
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depreciation is small; first, because the home demand for many 
of the goods is completely inelastic and a rise in their price will 
not release them for export (and the same holds for imports) ; 
second, because the stimulation of new investment requires long- 
term planning, it will not be undertaken unless the producers 
expect the current favourable expectations to continue for a 
long time ahead (and in war-time long-period expectations are 
notoriously vague and uncertain), and finally because the risks 
involved in foreign, as contrasted with domestic, trade are so 
much greater under war conditions. The first of these new risks 
and uncertainties is the risk of default, not by one private’debtor 
as a result of the mismanagement of his affairs, but of all debtors 
in whole countries on account of major political or economic 
causes. Normally this risk is not very considerable,! but it may 
materialise with great suddenness. The secdnd of the risks, 
which has also increased, is the risk of exchange fluctuations. 
This has been partly eliminated by the establishment of an 
official forward market. Unfortunately no long-term contracts 
are available for exporters. And finally there remain the general 
and more indefinite risks implicit in a country’s being at war. 
Purchasers in neutral countries (especially overseas) will be 
disinclined to give contracts, especially contracts the fulfilment 
of which takes time, to belligerents, because their production 
and transport may at any moment be interfered with by enemy 
action or by the urgency of government demand. To induce 
neutrals to buy from belligerents, the latter will therefore have 
to quote lower prices than neutral exporters. Conversely, 
belligerent firms, when deciding whether to seli in the home 
market or abroad, will be tempted to maintain their goodwill 
and increase their sales at home, as they are not certain whether 
they can in the long run maintain their goodwill abroad in any 
case. 

The unpredictable nature of these risks will certainly limit 
the scope of activities which traders are willing to engage in, at 
any given rate of profits. A moderate depreciation of the 
currency is not likely to tempt exporters to undertake these 
additional risks, especially as a progressive proportion of their 
profits are taxed away. 

But at the very time when foreign trade is associated with so 


1 It has been consistently disregarded in the international acceptance business, 
with serious results. But the Export Credits Guarantee Department has been 
able to accumulate handsome reserves against its outstanding liabilities, in spite 
of having charged low insurance premiums, 
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much hazard, the apparent risks in domestic trade (especially 
orders on behalf of the Government) diminish as compared with 
peace-time. Thus a double obstacle is set against new resources 
entering foreign as distinct from domestic trade: the profit 
differential (after taxation) in favour of exports would therefore 
have to increase substantially if any effect is to be expected.! 

The problem, moreover, which a country at war has to solve 
in a world of restrictions and violent change, is not that of the 
readjustment of its productive structure, in the most economic 
way, to a given economic constellation which can be assumed to 
be more or less stable through time. The task of foreign trade 
policy in war is the full employment to the best of their advantage 
of that part of the existing productive structure which is not 
needed directly for essential (civilian and military) production. 
In so far as exports pay for “ essentials ’’ they represent an “ in- 
direct ’’ production of these. All capacity should, of course, be 
employed exclusively for obtaining essential supplies. It would 
be folly to abandon or permit ourselves to be forced into a position 
where we should lose the superiority which is implicit in the 
man-power economy of foreign trade. 

This aim can hardly be accomplished by so general and 
inflexible a measure as currency depreciation. Since depreciation 
works as a uniform “ bounty ”’ (or ‘‘subsidy’’) on exports, to 
achieve full employment of all productive factors capable of 
producing for export, it would have to be big enough to 
re-employ the least productive sections of industry. But the 
difference in comparative advantage between the most and 
least favourably placed industry may be very great. The use 
of depreciation, not merely as the method of readjusting the 
foreign balance but also to reach full employment, would in 
these circumstances result in an inflation. The stimulus sufficient 
to re-employ the least efficient industry would mean an un- 


1 This ominous discrepancy is further widened by the policy of the Govern- 
ment in guaranteeing, or even providing, the capital investment necessary for 
the execution of its home orders. It appears that at present a change in this 
position is contemplated by the introduction of export priorities. But export 
priorities by themselves do not ensure an increase of exports, if the latter is 
regarded as unprofitable from the point of view of the individual trader. To 
provide the required stimulus the Government will either have to couple export 
priorities with the provision of subsidies on exports, or else enable the trader to 
make sufficient profits on the horace trade to recoup himself for the losses on 
The policy of stabilising home prices, however, is calculated to prevent 


exports. 
If, on the other hand, the 


traders from recompensing themselves in this way. 


Government extended the policy, now applied to foodstuffs, of subsidising the 
home trade, this would indirectly help exports, though it is a haphazard and 
inefficient method of doing so. 
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necessarily big increase in prices and profits in the more favourably 
situated industries. This would further increase the danger of 
inflation, and might interfere with the arms programme. The 
very advantages of depreciation as a long-term peace policy, in 
that it represents an equal stimulus and therefore selects the most 
productive industries (because these industries will attract 
productive factors from the less productive ones), renders it 
unsuitable for a war policy. Where in the short run the least 
productive specific factors remain unemployed, this method is 
less beneficial than a more flexible expedient which would permit 
their re-employment.! 

It is clear without further demonstration that the net effect on 
the foreign balance of any given depreciation will be much smaller 
in war than in peace. To be effective the depreciation would have 
to be a large one. Even then it is unlikely that all resources 
potentially available for increasing exports will in fact be used in 
this way. 

The disadvantages of depreciating the currency sharply are 
patent :— 


(a) The stability of the price level would be imperilled 
and there would be an unjustifiable shift in the distribution 
of the national income towards profits, followed by labour 
trouble. 

(6) It would decrease the real value of (and real income 
from) our foreign assets, the greater part of which consists 
of claims in terms of sterling. 

(c) The terms of trade would move against us more than 
is necessary, and there would probably be complications 
with foreign countries. 


In an economy not yet completely controlled and tending 
towards full employment, such as Britain, depreciation may have 
serious consequences. Depreciation of the currency does not merely 
act as a uniform subsidy onexports. It represents, also, a uniform 
tax on all imports. In peace-time this may be the smoothest 
method to eliminate those imports which can be spared (or re- 
placed by domestic products) with the least inconvenience or loss. 
In war, as we have seen above, this mechanism is far too uncertain 
and gentle in its action.? But the uniform tax on imports, which 

1 Though, of course, in the long run these factors should be shifted into more 
productive use. 
? Some economists do not seem to appreciate this, and insist that the pricing 


mechanism works in war-time, even when the demand of one buyer (the State) 
determines relative prices. 
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the depreciation implies? still operates as a powerful lever in 
raising home prices.2, This and the psychological repercussions 
of the depreciation of the pound in terms of foreign currencies 
may start an inflationary psychology as yet absent. The pro- 
pensity to consume would sharply increase and there might be a 
large-scale dishoarding. The rise in prices (or if a rise in prices, 
not directly due to the depreciation, is prevented and no general 
rationing is decreed, haphazard distribution of available supplies 
between customers and a premature dissipation of essential stocks) 
would certainly tend to create discontent. In view of the 
nominally high profits, demands would be made for increased wages. 
In the circumstances envisaged these demands would prove 
irresistible. The process would have to re-start from the beginning. 

It is doubtful, moreover, whether the Allied Powers could 
depreciate their own currencies in terms of the currencies of those 
countries which still adhere to the sterling block, who will in all 
probability be its main suppliers. In the main it is only on the 
dollar that they could depreciate effectively. Thus they would 
have to depreciate even more sharply in order to obtain a given 
total net improvement in their foreign balance than if that im- 
provement were distributed over the whole of their trade. But 
the United States are already displeased by the Allies suspending 
or buying elsewhere all those imports from America which are not 
vital. And they are particularly sensitive to a depreciation of 
sterling because of past experiences, however inapplicable to the 
present position. The additional trouble caused by a depreciation 
of the pound would be somewhat gratuitous. It would hurt 
American exporters at least as much, if not more, by helping 
those competitors of America whose currencies still remain in 
some—even if looser—connection with the pound, than by helping 
British exporters themselves. Britain would benefit from this 
effect only in so far as those countries not merely adjust their 


1 Nor is it certain whether the most suitable method of financing this subsidy 
is a tax on imports, as only imports of vital commodities are supposed to be 
permitted. It represents an unjust indirect taxation. 

2 How much the rise would amount to will depend on the importance of British 
purchases on the world market. It would be whoily mistaken to suppose that 
the exceptional circumstances obtaining in 1931 will repeat themselves and that 
the depreciation of sterling will once more automatically reduce world prices. 

3 The abandonment of the “‘ sterling standard ’’ since the outbreak of the 
war by some of the more important former members of the ‘‘ sterling block ” 
(Scandinavia, Portugal, Argentina) has somewhat increased the efficiency of 
depreciation as a method of readjustment. Yet it is hardly to be doubted that 


even those countries which ‘‘ went off sterling ’’ would at least partly follow any 
major downward move of sterling. 
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currencies to sterling but also clear their foreign payments 
through, and hold their foreign reserves in, London. 

A sharp but uniform depreciation of the currency would tend, 
furthermore, to worsen the terms of trade more than is necessary 
if the desired readjustment of the foreign balance is obtained 
by other methods, with correspondingly larger reduction of the 
real income in Britain. 

Since the elasticity of foreign demand for exported (imported) 
goods, and also for the same goods in different countries, varies 
widely, it is clear that any given change in the balance of payments 
will involve a much more considerable deterioration in the real 
terms of international trade under a policy of uniform depreciation 
than under a régime of discriminating foreign exchange rates. In 
other words, a country can always derive advantages by following 
a policy of discriminating, rather than uniform, prices.” 

In a world economic system which is relatively free so that 
multilateral trading is possible, this unnecessary loss will probably 
be offset by the gain resulting from the more economic distri- 
bution of productive resources permitted by freedom of trade 
and pricing, but difficult for a control to reproduce on purpose. 
The countries on which the policy of discrimination imposes a 
burden have a wide choice of markets; hence the bargaining 
power of any one country is limited, and an attempt to use it 
may be defeated. Thus in peace-time an attempt to exploit the 
imperfections of foreign markets is likely to yield small gains— 
very probably at a high cost In war-time the position seems 

the reverse. The “ gain” from the “ optimal” distribution of 
productive factors (if it can be achieved at all or has a meaning) 
is likely to be small, whilst the loss suffered by the worsening 
of the terms of trade would be considerable. 

A policy of discrimination however is not conceivable without 
full control of foreign trade from the centre. Once such control 
exists it can be used for a further purpose. Not only must the 
continuous full employment of our available resources for export 
purposes be secured. In order to achieve the minimum of import 
surplus with the minimum worsening of the terms of trade over a 
period, it is also necessary to control the suitable timing of exports. 

The purchases of the belligerents will increase the national 

1 Cf. Keynes, ‘‘The Income and Fiscal Potential of Great Britain,” 
Economic JouRNAL, December 1939, p. 627. The Empire could only “lend ”’ 
banking funds to Britain if its balance of payments with America does not 
deteriorate correspondingly to the improvement of their trade with Britain. 


2 The same effect could be obtained by instituting variable and discriminating 
export duties. This method seems to have been adopted by Rumania. 
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income, and thus the total effective demand, of overseas countries. 
Hence the demand for the products of the belligerents is also 
likely to increase, even if the latter do not take special measures, 
to be discussed below, to earmark that extra demand for them- 
selves. Thus the accumulation of stocks of finished products, 
potentially saleable abroad later, might be a more advantageous 
policy than selling the whole exportable output currently. If 
immediate sale is attempted the terms of trade will worsen even 
if the ‘‘ dumping ”’ does not provoke retaliation. The develop- 
ment of foreign markets takes time. But individual entre- 
preneurs in their present difficulties cannot afford to take the risk 
producing for stock on what they would rightly regard as a highly 
speculative view of the future development of export markets. If 
there is no current demand for his products at profitable prices 
(including risk-bearing), the private entrepreneur has to discon- 
tinue production, or, in the present circumstances of Great Britain, 
he will probably wait until he can produce for the home market or 
for the Government. From the point of view of the community 
as a whole, the continuity of full production irrespective of current 
home demand, or rather concomitantly with the suppression of 
its non-essential part, seems vital. The stocking of exportable 
commodities is the only method by which a belligerent country 
can by its current effort assemble potential foreign exchange 
reserves without suffering an unnecessary worsening of its terms 
of trade. The use for this purpose of available production factors 
not engaged in producing essential military and civilian supplies 
would seem vital, as at a later stage of the war we may not be 
able to spare them for this purpose. Hence the attainment both 
of the full and of the most advantageous use of productive power 
postulate under present conditions the introduction of a new 
collective element into the existing individualistic system of 
conducting foreign trade, without, however, abolishing individual 
incentive and trading opportunities. 

There is nothing startling in this proposition. This collective 
factor in conducting foreign trade is being successfully (and it is 
to be hoped increasingly) used in our import policy (as it has 
been one of the mainstays of Nazi domination in the Balkans). 
The conclusion of long-term contracts for the production of 
substantial quantities of products at fixed prices is not possible 
for individual entrepreneurs. But it enables the State concluding 
them to obtain products at low prices, because it frees producers 
of the risk of price fluctuations, and thus enables them to plan 
their production and obtain capital for its execution. This is a 
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fact of very great importance for smaller and weaker producers, 
who would be willing to take less than average prices and con- 
tent themselves with small profits provided their security is 
guaranteed. ? 

There is a further important argument of a different character 
in favour of a centralised export policy. There are countries 
directly or indirectly contiguous to Germany the supplies from 
which cannot be intercepted by military or naval action. These 
countries continue to trade with Germany. All that the Allies 
can do is to minimise the gain the Nazis obtain from an exchange 
of products with these countries. This might be done by buying 
outright all available vital supplies which they produce. Since, 
however, the risk of an armed invasion will deter contiguous 
countries from compietely cutting off supplies from Germany 
without any certainty of obtaining adequate and timely military 
protection, the task is, in practice, more limited. Germany’s 
terms of trade must be turned against her. Her exports must be 
cheapened in terms of her imports. This can be achieved only 
by competing for goods which Germany buys and offering to sell 
goods which she is selling. 

For reasons to be discussed below, of which the totalitarian 
control of foreign trade in Germany enabling her to trade irre- 
spective of internal costs and prices ? is only one, it is likely that 
this policy cannot be carried out by private entrepreneurs acting 
on their own account. For if sterling is depreciated in terms of 
the currencies of these countries, Allied exporters might compete 
with the Nazis, but importers would find it impossible to purchase 
in these countries and vice versa. Nor would it be economical— 
inasmuch as it is impossible for military reasons to cut off com- 
pletely the German supplies from these countries—to carry out 
this policy by actual sales and purchases (except for essential com- 
modities where the supply is to a great extent already under Allied 
control). Judicious bids and offers could under these conditions 
achieve the maximum effect within the given limitations of this 
policy at the smallest cost. And in so far, but only in so far, as 
there are these limitations on the efficiency of this method, the 


1 The limits within which this policy of “indirect production of essential 
supplies ’’ will be desirable will depend on our terms of trade. The decision will 
also be influenced by considering the retraining and subsequent demobilisation of 
these “‘ indirect munition workers,” as well as the consequences of a loss of foreign 
markets as an important ‘social cost.” A technical limit is, of course, set by 
the shipping position. 

2 Cf. my article on ‘‘The National Economy of Germany,’’ Economic 
JouRNAL, September 1938. - 
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cost of intervention must remain an important consideration.! 
It will, moreover, be impossible to shift more than a certain 
proportion of total supplies away from their present sources—+.e., 
the Empire. If successful, the policy in this respect should be 
identical with the réle of a hired competitor at an auction sale, 
tempting true buyers by his bids to bid higher. He must, of 
course, at any moment be prepared to make his bid effective. 
This, the most economical, method of weakening Germany by a 
policy of “ temptation ” cannot of course be accomplished by a 
system of conducting foreign trade at the risk of individuals. 

We have seen, therefore, that in war-time the individualistic 
or free methods of adjusting the foreign trade balance are un- 
suitable or impracticable. Deflation can be ruled out, for the 
overwhelming reason that productive resources cannot be 
allowed to remain idle even temporarily. Currency depreciation, 
though not impracticable, is unsatisfactory, since it cannot 
achieve the full employment of all specific factors of production 
potentially capable of producing for export; and it is even more 
unlikely that the belligerent country can use it effectively without 
serious unfavourable repercussions in its own economic system. 
Depreciation, moreover, is likely to involve a greater deterioration 
in the terms of trade than is necessary in order to achieve a given 
readjustment in the foreign balance. Finally it tends to dissipate 
rather than to build up stocks of reserves of exportable (or 
essential) products and diminishes the real value of foreign assets 
and income. A method is needed which would permit us to 
assemble such stocks, quote discriminating prices, use our bar- 
gaining power fully and maintain internal stability. 


III 
Proposals for an Exchange Policy 


It appears, therefore, that two main problems face British 
foreign trade policy : (1) what measures should be taken in order 
to increase exports in the present disturbed conditions of foreign 
markets without unduly worsening the terms of trade? (2) do 
these measures necessitate some reorganisation of the internal 
economic structure ? 

(1) It is well known that the terms of trade could be turned in 
favour of a single country if it were able to use the imperfections 


1 The advocacy of purchasing figs, sultanas and tobacco seems supererogatory 
from the point of view of economic warfare. It may be necessary for other 


reasons, 
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of foreign markets and establish a monopoly buying or selling 
position. 

From this point of view the exports of a country can be 
divided into two classes: those products in which the country 
possesses a monopoly, and those which it produces in competi- 
tion with others. The products of the first category again are 
produced either under conditions of free competition within the 
country or under conditions of monopoly. The control of foreign 
trade—either by controlling foreign payments or by a system of 
licences—should in both cases permit the controlling country to 
use its position to the full. The conditions and limits of this 
possibility have been explored fully, and need not be treated 
here. 

Though Britain as an industrial country has few natural 
monopolies, the importance of the full use of such monopoly 
positions as exist is not negligible. Most of the imports which, e.g., 
the United States obtains from countries belonging to the sterling 
block consist of raw materials, the price elasticity of demand for 
which is low, while the income elasticity is large—+.e., if American 
national income is high, the demand for these products is high, 
almost irrespective of price.? It is therefore much more important 
for Britain that the price of these commodities—e.g., rubber, tin 
and whisky—should be high, than to try to increase the quantities 
exported by price concessions in terms of dollars. A policy which, 
whilst trying to increase the exports of other goods, lowers the 
proceeds from these commodities, will hardly succeed in increasing 
the gross value of exports.’ 

Much more important is the use of exchange control for the 
establishment of a monopolistic position in the case of products 
for which foreign demand is normally highly elastic—that is to 
say whose prices a single producing country cannot raise without 
running the risk of losing trade to cheaper competitors. 

Even in the case of these commodities the terms of trade could 
be improved, provided the currency is completely controlled— 
i.e., its conversion into a free currency is prevented by concluding 


1 J. Robinson, The Theory of Imperfect Competition, chs. 15 and 16. 

2 Some qualification is needed because of the possibility of reclaiming some 
of these products (rubber, tin) or producing them (whisky). 

8 The combination of depreciating sterling with keeping the sterling price of 
rubber and tin low—a policy which obtained for some months—is difficult to 
explain. The reference to the existence of alternative supplies (Dutch East 
Indies) does not make British policy seem rational, as Britain has means by which 
she could secure the co-operation of the more important foreign producers whose 
self-interest, in any case largely, coincides with her own. 
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general clearing agreements.1 In that case the unfavourable 
trade balance which results from an import surplus does not 
cause a loss of currency reserves of the controlling country. It 
results in an accumulation of blocked balances in favour of the 
country with respect to whose currency the controlled currency 
has been over-valued. If the controlling country is in a favourable 
position with respect to the country whose currency has been 
under-valued in relation to its own—+.e., if it is the sole or the 
most substantial buyer of its products—the latter will be forced 
to adapt its import policy to that of the controlling country.” It 
cannot discontinue its sales. Yet it cannot obtain free foreign ex- 
change from them. Thus it cannot purchase goods in the cheapest 
markets—i.e., in countries with respect to whose currencies its 
own currency is not under-valued. It cannot take advantage of 
“‘ arbitrage.’’ Hence sooner or later it will be forced to purchase 
in the controlling country even at the cost of a deterioration of 
the real terms of trade. 

Thus a system of complete foreign exchange control and 
clearing agreements improves the terms of trade not only by 
utilising to the full the differences in the elasticities of foreign 
demand for individual goods through a system of differential 
export subsidies; it can artificially reduce these elasticities by 
forcing foreign countries to buy in the dearer market. It is not 
always understood that these two advantages of exchange control 
are quite distinct and that their effect is additive. 

By inducing a country supplying the controlling country 
(England) to over-value the controlled currency (sterling) with 
respect to all other currencies in terms of its own currency, we 

1 As long as foreign exchange dealings and foreign trade are uncontrolled, an 
attempt at cheapening the sterling price of imports and increasing the foreign 
price of exports by appreciating sterling would have immediate unfavourable 
repercussions on the foreign balance and drain our foreign reserves. The control 
could, of course, prevent a further worsening of the foreign balance by preventing 
an increase in imports despite the reduction in their sterling price. But that 
would not help exports. That part of them which is sensitive to price (in terms 
of foreign currency) would immediately fall off. As long as any country can 
invoice its own exports to Britain in sterling, sell the sterling against free currency, 


and use the free currency to purchase the goods it needs elsewhere, an enforcing 
of a high value of sterling; if at all possible on the free market, is bound to dis- 
courage competitive exports. 

2 It is noteworthy that while in Great Britain people continue to advocate 
depreciation as a means of adjusting the trade balance, Germany is continuously 
bullying neighbouring countries to over-value the Reichsmark in relation to other 
currencies. (It is illuminating that Dr. Schacht bitterly opposed the introduction 
of clearing agreements, not seeing the opportunities they gave him. But in 
spite of his conventionalism in theory, in practice he grasped the advantages 
once they had been forced on him.) 
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reduce its ability to export (without Government subsidy) to 
other countries, because its price level in terms of other currencies 
will be too high. This policy secures for the controlling country 
exactly the same advantage in the dependent country as if the 
dependent country had introduced a unilateral preferential tariff 
in favour of the controlling country, the rate of preference being 
identical to the proportion of the over-valuation of the blocked 
currency (sterling) in relation to other currencies. 

It amounts to subsidising the producers of the goods which 
the controlling country imports from the dependant country 
at the expense of the consumers of the goods which it exports 
to that country. Moreover quite apart from the benefit which 
the controlling country obtains from this procedure as far as the 
current terms of trade are concerned, there is a further advantage 
for the future. The relative profitability of producing the goods 
which the controlling country needs is increased. This will not 
only mobilise a powerful vested interest in favour of continuing 
this position; there will also be less incentive to establish by 
tariffs and other measures industries competitive with those of 
the controlling country. This implies that the favourable effects 
of this exchange-control policy on our terms of trade will continue 
to operate long after the policy itself is abandoned. 

(2) It is obvious that the improvement of the terms of trade 
cannot be unlimited; the elasticity of foreign demand cannot be 
made to disappear. Nor is it possible to refuse to sell certain 
products to the clearing partners which they urgently need at 
a competitive price or pay for part of their exports in free foreign 
exchange with which they are able to obtain imports; for other- 
wise the foreign country, feeling threatened, will endeavour to 
pursue a long-term policy of developing trade relations with 
other countries.1 Thus a policy of over-valuation, in order to 
be more than temporarily successful, needs to be pursued with 
moderation and to be coupled with a scheme to subsidise exports, 
whenever necessary. This double policy of over-valuing sterling 
generally and paying subsidies on exports differing in individual 
commodities and countries, if intelligently pursued, automatically 
secures the best terms of trade obtainable. The net gain for 
the controlling country will be measured by the difference in 


1 The elimination of Germany as a factor in international trade overseas, 
as and when it will take effect, will enhance the bargaining power of the Western 
Powers and renders the policy much more feasible than Nazi Germany found it 
(except in areas in which it had special geographical advantages, such as South 
Eastern Europe). Our identical policy in Scandinavia, where we had a good 
bargaining position, was eminently successful. 
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the amount of subsidies paid for exports 1 and the gain in foreign 
revenue due to the rise in the external value of its currency. The 
introduction of clearing, moreover, will tend to eliminate the 
differential risk of exports from the point of view of the exporters 
of the controlling country, as they will be certain of obtaining 
payment, and the clearing agreement eliminates currency risks.? 

This method of maintaining or improving the term of trade 
may be (and has been) stigmatised as a deliberate bludgeoning of 
the clearing partners. This objection is not altogether justified. 
The exporters whose balances are blocked would not, in other 
circumstances, have been able to sell as great a quantity of their 
products at the ruling prices. The belligerent country, by con- 
trolling its currency and blocking the proceeds of the increased 
exports, merely limits the gain which accrues to neutrals in 
consequence of the hostilities. It is almost impossible to visualise a 
case in which these measures would result in an absolute worsen- 
ing in the real income of the country with which the clearing 
agreement was concluded. There is, however, a good case for 
limiting as much as possible the additional gains which would 
accrue to the neutral countries. There ought to be an increasing 
scale of concessions from the neutrals to the belligerents with 
increasing purchases—t.e., we ought to induce these countries 
to forgo an increasing part of the rise in their national real, as 
contrasted with money, income, which results from our pur- 
chases. A growing proportion of the proceeds of additional 
imports could be blocked. If part of the exports are paid for by 
free foreign exchange or by permitting these countries to redeem 
their indebtedness to the Western Powers, it is unlikely that the 
same difficulties would arise as have arisen between Germany 
and some of its clearing partners.® 

This method can successfully be applied, also, to the problem 

1 If foreign-owned sterling balances derived from non-commercial trans- 
actions are also blocked, part of the subsidy can be shifted on to the owners 
of these balances by way of limiting their use and their resulting depreciation. 


2 Cf. League of Nations Enquiry into Clearing Agreements, p. 15, also above, 
p. 9. 
3 It would be most important, however, to come to some agreement on the 
repatriation of assets and repayment of debt by overseas countries. It is hardly 
fair that the most liquid of our assets should be repurchased by the debtors and 
leave us with the rest, the value of which, in many instances, was depreciated 
by the deliberate policy of the debtors. It is noteworthy that Germany forced 
several of its commercial creditors to acknowledge and repay defaulted pre-1914 
debts. The reduction of the debt of certain overseas debtors who over-borrowed 
will be salutary and would increase the value of the rest. It is hardly desirable, 
however, to sell interest-bearing assets before the gold and non-interest bearing 
stock of foreign exchange reserves is exhausted, 
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of economic warfare. The present dominant position of Nazi 
Germany in certain of its contiguous countries has been built up 
to a large extent on the basis of an over-valuation of the Reichs- 
mark relative to the free currencies and sterling. If the Allies 
wished to compete with Germany despite this relative under- 
valuation of their currencies, they would suffer an undue loss. If 
the contiguous countries wish to maintain their economic in- 
dependence, they will probably not refuse to co-operate with the 
Allies, and will not permit the continued over-valuation of the 
mark relatively to sterling.* 

Clearing agreements and clearing accounts can only be of use 
against countries with respect to whose main exports we are in 
a favourable quasi-monopoly buying position and/or with respect to 
whom we need not put restraint on our bargaining power for non- 
economic reasons. With respect to countries where these two 
conditions do not apply (such as the United States), the policy 
should be more elastic. Either the present method could be 
maintained, subject to the strict control of offers of “ free ” 
sterling, or we could conclude either a payment or a compensation 
agreement. That is to say, we may stipulate that they buy from 
us up to a certain proportion of our purchases from them (pay- 
ments agreement), or we may leave private traders to negotiate 
indirect barter arrangements without fixing the value of the 
pound (compensation agreement). If the latter method is 
adopted, great care must be taken lest a possible depreciation of 
the pound should affect internal conditions too adversely.” 

These considerations suggest that the policy which sought 
to maintain Britain’s international equilibrium at the outbreak 
of the war by depreciating sterling was misguided. It would 
seem that an appreciation of sterling would be advisable with 


1 Hungary, Bulgaria did not acknowledge for a time the depreciation of the 
pound at the beginning of the war. Rumania has also altered the effective 
ratio of sterling to the mark. It is also interesting that, at any rate in the first 
months of the war, Germany was not able to increase its imports from these 
countries, though its own exports substantially increased to these countries, 
presumably due to the diversion of the exports formerly sent to overseas areas, 
now inaccessible. It cannot be expected that these countries will be able to 
withstand German pressure if the Allies are unable to provide them with protec- 
tion and the products they need. 

2 In certain cases, when the controlling country is in a strong bargaining 
position as regards certain kinds of exports of another country, but in a weak 
one in others, the best result will be obtained by establishing special blocked 
accounts and paying the purchase price of the ‘‘ weak’’ imports by crediting 
these accounts. The use of these credits should be limited to special purposes 
(e.g., buying luxuries, repatriating debt), while other transactions are left on the 
present quasi-free basis. 
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respect to the countries with which we have concluded or are 
about to conclude clearing agreements and of which the cur- 
rencies are controlled. This does not apply so strongly to “ free ”’ 
currencies as to countries with which we are able to conclude 
clearing agreements, but, even with respect to the former, future 
policy should depend on the price-elasticity of these countries’ 
demand for our products. However, with the present drift towards 
higher prices and wages in this country, the present value of 
sterling abroad may be as high as it should be in a few months’ 
time and then may no longer represent an under-valuation. 


IV 
Proposals for an Export Policy 


1. In the preceding sections of this paper an attempt has been 
made to analyse the character of war-time foreign trade problems. 
In this section we shall attempt to summarise the present position 
and requirements in regard to exports. 

(a) The direct obstacles in the way of exports arising out of the 
licensing system can be remedied by better administration, and 
there is no doubt that much has been accomplished in this 
respect. 

(6) The difficulties originating from the effects of full employ- 
ment and the urgent need for war supplies on the effectiveness of 
the pricing system could perhaps be countered by an effective 
system of export priorities. In this respect very much less and as 
yet insufficient progress has been made. 

(c) The continuous full employment of all available resources 
at the best possible terms of trade for the provision of imports is 
not possible without : 


(i) The conclusion of clearing agreements on the basis of 
exchange rates which over-value rather than under-value 
sterling ; 

(ii) The use of differential prices by subsidies in one form 
or another; and 

(iii) The provision of facilities for stocking exportable 
goods until favourable markets are found. 


No co-ordinated effort at establishing a working war-economic 
system has yet been made in these directions, though numerous 
measures (such as clearing agreements) and the drift into inflation, 
inevitably force us in these directions. 
































1940] FOREIGN EXCHANGE AND EXPORT TRADE POLICY 23 


2. We must, therefore, inquire which of the different schemes 
advocated is most likely to provide a satisfactory solution.! 

(i) It was proposed by some members of the Government 
that each industry should form autonomous export cartels in order 
to be able to bargain collectively with foreign competitors, and 
possibly to accumulate a fighting fund in order to be able to quote 
discriminating prices. This is a somewhat uneconomic, and 
probably also an ineffective method. The bargaining power of a 
cartel (even if backed by the Government) depends primarily on 
an import surplus in the commodity in question (e.g., the success 
of the steel negotiations after 1932). The ease of accumulating a 
“fighting fund ” to be used to carry losses on exports would 
depend, if this solution is adopted, on the size of the internal 
home market for a given product relatively to the export market, 
and on the elasticity of home demand. Only for products which 
have a large internal market and which are very important from 
the point of view of the consumer (7.e., with respect to which home 
demand is relatively inelastic) can we hope to achieve anything 
by this expedient. This means also that this method would oper- 
ate most efficiently in essential consumer’s goods—in other words, 
exports would be stimulated by levying a tax on the poorer 
classes of society. Apart from this inequity, it is questionable 


1 In the debate in the House of Commons on Food Prices (Government 
Control) (February 8th, 1940, Hansard, Vol. 357, No. 21, Column 504) the Secre- 
tary of the Department of Overseas Trade made this interjection: “I should 
not like it to get out that there is a possibility of subsidising British exports on 
a large scale. If you subsidise exports, the bulk of commodities, you just destroy 
exports [italics mine], and it is not an easy solution to adopt.’’ But, as Mr. H. 
Macmillan immediately pointed out, a depreciation of sterling is a flat subsidy 
on exports financed out of a flat tax on imports. The considerations of the first 
part of this paper tend to show, moreover, that it is a somewhat clumsy and, 
above all (especially for creditor countries), costly, therefore dangerous, subsidy. 

The second sentence (especially the words italicised) is somewhat difficult to 
interpret. On a previous occasion, in January 1939, Mr, Hudson himself advo- 
cated a limited subsidy scheme by industries combining for the purpose of 
stimulating exports. This scheme was discussed above, and rejected for various 
reasons. This type of subsidy scheme was nevertheless adopted since the war 
in various industries, by varied measures of price-stabilisation below world 
prices for raw materials (steel, base-metals, wool, etc.). The result of this 
policy, combined with the excessive depreciation of the pound, was that finished 
products were sold too cheaply. The potentialities of discrimination were not 
utilised, and the terms of trade tended to be moved against Britain. According 
to the Manchester Guardian (leading article, February 13, 1940) the experiment 
is now to be tried in cotton. Presumably either internal prices for cotton products 
are to be raised, or an Exchequer subsidy will be granted, to bear the cost. If 
the latter interpretation is correct, it means that the essence of the proposals of this 
paper will be adopted in a somewhat clandestine manner, which is difficult to 
supervise. If the former is the case, all the objections brought out against this 
particular type of subsidy apply with full force. 
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whether such products should now be exported. Those products, 
however, which we could do without (7.e., quasi-luxury products) 
should in war-time have no, or hardly any, internal market. But 
in that case no fighting fund can be accumulated. This con- 
sideration shows that the principle of levying a subsidy for ex- 
ports by increasing the home price of the same product is un- 
workable. The levying of the funds for such subsidies, moreover, 
would be camouflaged in the rise of the price of home products. 
This can be manipulated, and its control is almost impossible. 
It would probably result in a stimulus to inefficiency in home 
industry.? 

(ii) The second, somewhat more efficient, method would be the 
granting of direct open subsidies for the export trade from a 
central pool, the necessary funds to be collected by a general levy 
on home consumption. This method would also have its great 
drawbacks. It is certain to arouse hostility in America. It 
would probably favour the inefficient producers. It could only 
be used, moreover, for stimulating current exports, not for the 
assembly and holding of stocks or concluding long-term agree- 
ments. The same objection must be raised against the plan to 
provide a comprehensive scheme of export insurance by extending 
the activity of the Export Credits Guarantee Department to 
price, foreign exchange, and general risk insurance against nominal 
fees representing a differential subsidy. 

3. All these objections could be met by a comprehensive 
re-organisation of the system of foreign trade which combines the 
advantages of the competitive system internally, with those of a 
foreign trade monopoly internationally.? 

An export ministry would have to be established, newly 
staffed by energetic and imaginative experts. The first duty of 
this Department would be to smooth the way for exports which 
can be effected at present prices and costs in this country, on the 

1 It is interesting to note that the Nazis have found it necessary after three 
months of war to discard their much more integrated and more closely supervised 
system of industrial self-government by cartels in favour of a direct and central 
State control of the productive machine, to discard the system of co-ordinating 
committees, and institute what amounts to an economic War Cabinet served by 
an economic general staff. They had seven years in which to perfect the system 
they discarded and which is now being laboriously reproduced in this country. 

2 The appointment of a new Council will by itself hardly solve our difficulties 
in the long run, though it was undoubtedly a step in the right direction. If its 
powers, as it seems, only extend to granting of export priorities, and not to 
subsidies, they are, for the reasons analysed, clearly insufficient. But the fact 
that the eminent men comprising the Council are outside the departmental 


system of the civil service ought to increase—in the absence of fully co-ordinated 
economic controls under an effective War Cabinet—the scope of their influence. 
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basis of the current level of sterling, by securing the necessary 
priorities in order to obtain raw materials; it would provide 
information, extend existing insurance facilities, etc. The im- 
portance of having such a central department directly responsible 
for such exports cannot be under-estimated in an economic system, 
where priorities rather than a free pricing mechanism, decide the 
possibility of production. It is of little use to instruct Government 
Departments charged with many other tasks, to have a regard for 
the interest of export trade. A much more direct responsibility 
is needed, if effective action, and the necessary flexibility, as well 
as imagination, is to be secured. 

Secondly, this Department would have to act as the central 
planning, co-ordinating and supervising agency for all those export 
or potential export industries, which cannot be fully employed 
on exports at the prevailing level of prices, costs and exchange 
rates, or cannot take the risk of producing stocks speculatively 
for subsequentsale. Transactions which need not besubsidised, even 
in present conditions, should not be subsidised. But machinery 
must be provided which can efficiently bridge the gap between 
the current demand for our exports (home demand being restricted) 
and our productive capacity at full employment. This could be 
achieved by forming Government-owned export companies by 
industries which had the right to borrow from the Treasury. 
These companies would contract to purchase the current output 
of export or potential export industries and stock the products 
they cannot currently sell.1 There would be no interference with 
firms or branches of industry which are still capable of exporting. 
In the case of products which are now either not produced or, 
though exportable, consumed at home, without their consumption 
being necessary for the health or morale of the community, these 
companies would, pari passu with measures choking off private 
internal demand, step into the breach and purchase them. The 
fall of effective internal private demand would not, as it seems 
now, be followed by a senseless parallel fall in productive effort 
which renders the sacrifice imposed wholly futile. It would be 
followed by an increase of the stocks of products at the disposal 
of the community either for later use at home or for an exchange 
with foreign products. The sacrifice imposed on the community 
would receive its justification. 

The organisation of such companies would enable the Govern- 
ment to maintain competition at home, thus safeguarding pro- 
ductivity. As they would purchase in bulk and give steady 


1 The present export firms could act as agents. 
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employment, thereby eliminating risk, they could purchase at very 
low prices. Foreign sales (and purchases by long term contracts 
or otherwise) could be conducted (within the framework of clear- 
ing agreements as previously described) on the basis of discriminat- 
ing prices.! This would permit their efficient use in active 
economic warfare. Sterling losses accruing to these companies 
(through the sale abroad at a lower price, in sterling equivalent, 
of the goods purchased at home) could be charged to the Budget.? 

The proposed procedure is complicated and certainly full of 
administrative difficulties. I am nevertheless persuaded that in 
the long run it provides the most acceptable solution for our 
international economic problem, especially as it obviates the 
necessity for open subsidies and retains all advantages of the 
competitive system in internal production. It has been suc- 
cessfully used in our purchases from abroad (wool). There is no 
reason why it should not be extended in connection with home 
purchases, as part of a comprehensive policy of increasing exports 
and mobilising our productive resources fully.® 

These recommendations are based on assumptions which are 
likely to be realised in war-time only. The problems of decontrol 
and reconstruction have certain similarities with those which 
have been investigated. Their analysis lies beyond the scope of 
this paper. The urgency of such investigation, however, is 
demonstrated by the breakdown of all attempt at international 


co-operation in the era between the two wars. 
T. BALocH 


Oxford University Institute of Statistics. 


1 This method should also enable the rational and efficient use of the existing 
productive capacity by standardisation and the concentration of orders in the 
most efficient factories. The complaints, e.g., that motor-car exports suffer 
from the lack of home markets as costs increase with a reduction of output would 
cease with the concentration of output at one factory and fully using it for the 
purpose of exporting a standard model. It seems unlikely that the loss of good- 
will (as a result of the change of existing ‘‘ brands’’) would outweigh the advan- 
tages thereby gained. 

* It is hardly necessary to add that the financing of subsidies by inflation 
cannot be regarded as a solution. But since these companies would certainly 
engage in profitable transactions at home and abroad, we need not suppose that 
the net losses would be large. 

8 The coal-crisis points to another direction in which stocking is desirable, 
is discouraged and can hardly be undertaken by private entrepreneurs under 


present conditions. 























PLANNING FOR WAR 


1. Economic warfare consists of two distinct elements: a 
policy which is directed towards economising, conserving, and 
mobilising the resources required for the prosecution of war; 
and a policy which is directed towards weakening the enemy 
preparatory to his defeat in the field. The immediate aims of 
these two policies are very different; the spheres of their 
implementation are different; they are likely to prove them- 
selves in conflict with each other and to demand reconciling by 
compromise. 

2. The resources needed for warfare, the demands to be made 
upon the economy, and the sacrifices to be borne by the civilian 
population must depend on the plan of campaign adopted for 
the prosecution of war. Such phrases as “a total effort” or 
“a half-hearted effort’ have little meaning: the effort that 
can forcefully be applied depends on military exigencies; that 
force may be less or it may be more than we can hope to mobilise. 
On account of the nature of modern warfare and the paramount 
importance of bringing the war to the earliest conclusion, the first 
task is to adopt a military scheme holding promise of bringing 
the war to an early and successful conclusion, subject to an 
appropriate economy in human life. What is demanded by 
military necessity, thus interpreted, we must endeavour to supply ; 
but if the military scheme is too grandiose it must be modified in 
accordance with our abilities. 

3. Let us, then, assume that a military scheme has been 
adopted which, prima facie, satisfies the two fundamental condi- 
tions of being successful and practicable. This then becomes the 
provisional military plan—a blue print for economic planning, 
but not an inflexible guide to policy. 

4, Every military plan must have certain characteristics. It 
must be a plan through time; it must foreshadow the eventual 
use of certain resources; it must envisage the use of quantities 
of resources at different times. These three simple statements 
do less than justice to the complexity of their meanings. 
Take our own position. For this and that reason, we plan to 
put certain forces in the field, in the air, and on the seas. This 
comprehends a personnel, diversely composed, certain quantities 
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of equipment of many kinds, certain rates of supply of equipment, 
of munitions and personnel to offset wastage, and the building of 
an administrative machine to handle this organisation. In the 
nature of things a certain time must elapse before this force can 
be deployed. In this plan, therefore, there must be information 
about the progress towards the eventual force which has been 
made, or is wanted to be made, at different times. It is to be 
expected that the progress towards “ full mobilisation ’’ can be 
made in different ways, but the way that is of interest here is that 
desired by the military authorities. 

5. The provisional military plan is therefore an interesting and 
informative document, itemising, period by period, the men, 
equipment, supplies, etc., that are needed. This is the basis 
for any logical economic planning, and this is the document to 
be scrutinised in the light of the capacity and the willingness 
of the economy to answer the calls it makes. 

6. How is the economic problem implicit in the supply of these 
things best approached? On the reasonable assumption that 
the economy is not yet adapted towards the ends of war, the first 
step is to determine the availability of the needful resources the 
most costly in time to produce. From the plan we can calculate 
for different periods the minimum rates of output of different 
things which it is necessary to achieve, and hence calculate the 
latest date at which it is necessary to have equipment for a given 
output. Thus, after consultation with the owners of plant of the 
kind wanted, the scheme can be supplemented by itemising the 
different kinds of equipment required and the dates at which they 
should be available. Clearly, in some cases there may exist a 
present surplus and a future deficiency; in that event it may 
prove, when the plan as a whole is considered, that it is economical 
to work for stock. 

7. Thus we get estimates, period by period, of the different 
goods, stores, equipment, and plant needed, together with 
estimates of personnel of different categories required by the 
Forces by different dates. 

8. Clearly this schedule can and ought to be divided into two 
parts: first, we can estimate the work, in terms of outputs of 
different kinds, that may be done at home. This work should 
be broken down into the lowest industrial denominations—e.g., 
we do not estimate so many “ bombing planes,” but so many 
air-frames, engines, propellors, instruments, landing gear, turrets, 
etc. Secondly, we can estimate the minimum imports require- 
ments on the basis of known domestic capacity. This is a first 
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approximation, as “known” must be interpreted rather on a 
qualitative than a quantitative basis. Thus we shall need certain 
amounts of copper, rubber, tin, petrol, sugar, etc. 

9. Logically, the next step is the computation of how much 
of this optimum amount can be produced at home. Can we turn 
out what we require of tanks, guns, ships, trucks, etc.? This 
is not easily determined. It can only be done by contact with 
firms, either directly or through local committees. But however 
it is done, certain interesting problems arise. How are a large 
number of firms, estimating separately, to tell what they will be 
able to supply ? 

10. Firms contracting to supply, e.g., aeroplane engines, 
know that they have neither the plant at present to produce the 
amount desired, nor the skilled men necessary to man the 
expanded plant. Nor can they make a reasonable estimate of 
whether they will be able to get the plant or the men. So in each 
case it is necessary for some outside authority to ask: Have we 
the building operatives to produce the extra factories? Have we 
the men to build the extra machine tools? Have we the labour 
to work the extra machinery? If we go back in each case to the 
start of the industrial expansion required, the questions largely 
resolve themselves into the availability of different kinds of 
labour. 

11. Now it will be by no means an easy task to determine 
whether there is the necessary labour force. The initial step is 
to estimate the labour required: this means, first, a survey 
of the different firms capable of doing the many kinds of different 
work required; and, secondly, consultation with them to 
determine the additional labour they would require to turn out 
the work hypothetically allotted to them. Probably this demands 
local committees of survey and investigation for different 
industries, e.g., engineering, building, textiles, steel, shipbuilding, 
etc. 

12. The next step is consultation through the Ministry of 
Labour with the Local Employment Exchanges and with the 
Trade Unions. In this way we can get an estimate of the un- 
employed labour of the requisite types by localities, and set these 
against requirements by localities. On this basis hypothetical 
contracts can be re-allotted between localities to take advantage 
of labour surpluses. 

13. Let us suppose, as is reasonable, that the primary desire 
is to get military supplies, if necessary at the expense of other 
activities for the time being. And let us further suppose that 
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there are certain deficiencies in labour supply. Clearly, there 
are four methods of overcoming difficulties. Where an immediate 
shortage exists, workers can be attracted from civilian employ- 
ment by the offer of better conditions of work or by throwing 
them out of civilian employment. Thus, certain goods can be 
taxed or rationed, supplies of essential materials can be held up, 
or certain kinds of labour can be rationed for civil use. Arrange- 
ments can be entered into, where effective and possible, with 
Trade Unions to allow dilution of labour, or shift-work. If these 
methods are insufficient, purchases must be made abroad or 
deferred, or the plan amended. If the shortage is not immediate, 
but in prospect, then training can be resorted to, either officially 
or by encouraging firms to start training schemes. 

14. We have then arrived at a stage in our planning at which 
we can valuably make a further stock-taking. We know what we 
want; we know what we can make and the times at which we 
can make it; we know what we must import to supplement our 
minimal plan. We can therefore go ahead on this basis. 

15. We have also reached a provisional finality in another 
branch of our planning. We know what extra imports war 
entails—imports of materials, supplies, and equipment. And 
we can estimate with fair accuracy essential imports of civilian 
consumption. Thus we can calculate the estimated cost—in 
sterling—of our imports and arrive at a figure to which the net 
exchange value of exports should approximate. On this basis 
it should be possible to estimate the additional imports needed to 
provide the raw materials, etc., required for the export trades 
and arrive at the desired level of export trade, which could be 
calculated as a percentage of peace-time exports. 

16. The problem then presents itself: how are these goods 
for export to be produced? This is an intricate and intrinsically 
awkward question, but one which demands a satisfactory solution. 
Unfortunately, export goods are largely the kind of goods required 
by the services—cotton and woollen cloth, machinery and en- 
gineering products, metals, shipping services, etc. And it is clear 
that the level of exports cannot be maintained without great 
effort. There are, I think, three ways in which an approach 
to the solution of this problem can be found. (a) We can do our 
utmost to provide alternative export goods, using labour and 
capacity of trades not directly valuable for the prosecution of 
war—e.g., furniture, jewellery, etc. This implies that we must 
reduce our domestic consumption of these things. It implies also 
that we must be willing to accept lower prices. The object we 
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must keep in mind is the increase in our resources of foreign 
currencies, and we must estimate the sales proceeds of different 
quantities of exports and the costs of raw materials of foreign 
origin used in making these exports. It is the net gain in value 
that we must try to increase and balance against the domestic 
sacrifices needed to be incurred to produce the gain. (b) We must be 
most rigorous in our exclusion from the list of essential imports 
of anything that we can do without. I illustrate how the problem 
can be approached in the first instance. Normally, our food 
imports are very varied: the kinds and qualities of food imports 
reflect our high standard of living. And it can, I think, probably 
be taken for granted that it is bad economy to reduce food imports 
below a level required to give ample nutritive value. What we 
desire to approximate to is the cheapest food bill consistent 
with this requirement. How, then, can we determine what we 
ought to buy? Intricate though it is, this problem is simplified 
because there exists a scientific basis for planning. What diet 
do we need in terms of carbohydrates, proteins, pulses, protective 
foods, etc. How can we economise by substituting cheaper for 
dearer foods? Can we reduce the quantity of imports by 
rationing? I imagine that by “ scientific buying ” and rationing 
we could theoretically provide each citizen with an adequate 
and economical diet, but in practice we should be well advised to 
be less ruthless. LEccentricities of taste have to be taken into 
account if we are to ensure a sufficient diet for all. The exigencies 
of barter trade will sometimes induce us to use a “ dearer ” rather 
than a cheaper food. And possibly some luxury consumption 
will have to be allowed. But the principle is clear. (c) We must 
plan to increase the value of our exports, by endeavouring to 
provide those goods most needed abroad, and which we assume 
to be most needed at home. Thus, if there is a market for 
military aeroplanes we ought to try to satisfy the demand. 
This means that we must endeavour to estimate the export 
demand for, and our supply of, such products, and estimate the 
deficiencies of resources that is the cause of the gap between 
the two. 

17. Such estimates will in practice prove very difficult to 
make. The logical place to start from is clearly the size and 
constitution of peace-time export trade. That gives us the order 
of magnitude of broad categories of products that we can expect 
to be demanded; we can amend this by reference to the best 
commercial expectations, and by reference to the constitution 
of import trades of those countries from which we are obtaining 
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large supplies. The next step is to estimate how we are placed 
to meet that demand after we have met the demands of the 
services, etc. No form of central organisation appears suitable for 
making such an estimate, and some kind of local committee 
scheme seems required. On such a basis what are then needed are 
surveys of local capacity to carry on the local export trades. I 
think it is clear that the mobilisation of resources for the export 
trades will be much facilitated if armament demand is satisfied 
so far as can be from sources catering for the home market, but 
this is probably possible only to a limited extent. Firms should be 
encouraged in every way possible to maintain their export 
connections and trade, and a survey could be made of the extra 
resources required by them to meet their needs and an effort made 
to supply such resources as far as possible. This device will not 
be a total solution, and I suggest that a partial solution might be 
found along these lines. Home civil needs should be reduced to a 
minimum to free as many resources as we can. ‘Trade organisa- 
tions could be established to allot such work as is obtained 
through appropriate government agencies or to allot such work 
as is passed on to them by firms unable to satisfy the demands of 
their customers, the latter kind of work to be done, as it were, on 
a sub-contracting basis to maintain the goodwill of those firms. 
The trade organisations so established could also serve in an 
advisory capacity, making and passing on estimates of the steps 
to be taken to open “ bottle necks.” 

18. Clearly it is impossible to create initially a “ total plan.” 
In this case we must feel our way to the best position obtainable. 
But we must hurry through with some kind of estimate of how 
much of peace-time export trade can be supplied and create the 
skeleton of an organisation that will be able to handle that trade. 
Then we must take steps to expand those export trades which are 
largely employed for war purposes. As all this is being done, 
we shall gain experience of the amount of trade to be expected, 
the expansion that is possible, and the domestic sacrifices that 
we can bear. 

19. Let us then take renewed stock of the position so far 
achieved in our plan. Putting our calculations in terms of man- 
power, we know (for different times) : 


(a) The personnel required for the fighting services 
(obtained from non-reserved occupations which should be 
amended according to the plan). 

(6) The use of man-power needed for the supply that is 
requisite in the broadest sense to our forces—i.e., we know 
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what factories and workers are “ requisitioned’ from the 
civil sector to make goods for our military effort. 

(c) The additional workers who will in different localities 
have to enter the military-supply industries. 

(d) The additional workers who will have to be drafted 
into the export industries. (This only approximately, but 
with increasing accuracy over time.) 

(e) That part of industry normally serving domestic 
needs that must sell its output abroad. 


20. We get then a fair idea of the draft on man-power which 
must finally be made upon the sector of the economy which is 
either ‘ unemployed ”’ or “idle,” or which is devoted normally 
to the satisfaction of domestic requirements. 

21. The positive part of our plan must extend also to the 
expansion of certain industries primarily catering for civilian 
needs, i.e., we must make an effort to expand production of a 
kind which will make possible a curtailment of imports. It is not 
necessary at first to make allowance for such possible curtailment, 
because (a) it is likely that initially our exports cannot be 
sufficiently expanded and (b) this expansion will take time. The 
necessary adjustment can take place later. Thus it can safely 
be said that some expansion in domestic agriculture is necessary, 
but the kind and the extent of expansion are not easily defined. 

22. The broad principle can be laid down (to be subject to 
subsequent qualification) that domestic production should be 
stimulated so long as we can produce more thereby than we 
should be able to get through the use of resources for the increase 
in exports. So that if we are led to give financial aid of one kind 
oranother to export trades, there is a prima facie case for equivalent 
bounties to such domestic trades as lessen our dependence on 
imports. But there are other considerations. There is the need 
for conserving shipping space, the dangers of interruption of sea- 
borne trade, and, on the other hand, the danger for the post-war 
world of having industries unduly expanded. These are broad 
considerations for the politician to weigh : no application of set 
principles, in which the economist so much delights, will provide 
an answer to such difficult questions. 

23. We turn now to the task of finding the additional — 
resources that such planning makes necessary. There are three 
sources to which we can look. 


(a) The Unemployed.—The methods to adopt for their 
utilisation constitute a political rather than an economic 
problem; for it is certain that, ideally, unemployed labour 
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should work in, and if necessary be trained for, those occupa- 


tions in which shortages exist. 

(b) It will be very desirable to increase the supply of 
labour by attracting into industry those people normally idle. 
To some extent, no doubt, the mobilisation of men and 
taxation will force some into industry, but others will have 
to be attracted by the offer of higher wages or better working 
conditions than are normally available. Though, no doubt, 


much could be done by propaganda. 
(c) I do not doubt that much labour will have to be 


attracted from the service of civil needs, for a large body of 
skilled labour will be required which is unlikely to be found 
in categories (a) and (b). It can therefore be assumed that 
labour of different kinds will need to be released from 
existing occupations. Fortunately, there are a number of 
effective controls to hand that should be able to effect this : 
imported materials are controlled and licences can be refused 
as well for the purpose of reducing production as of conserving 
materials; where convenient and necessary, rationing can be 
introduced; where less necessary things are concerned, 
taxation can be imposed. All this presupposes an investiga- 
tion of labour resources by industry and locality, a nice 
balancing of what is necessary and what is unnecessary for 
civilian consumption, and effective control or action once the 


essentials of the problem are appreciated. 


24. Though this is no part of the economic problem of 
mobilising and allotting resources, the obvious question presents 
itself whether the utilisation of labour in this way is possible with- 
out some restriction of individual liberty of choice—whether some 
kind of industrial conscription is not necessary. This is a political 
problem that may well have to be faced. 

25. Two matters arising out of the organisation of the export 
trades demand further consideration. 

26 (i). With the breakdown of free markets, the increasing 
regimentation of trade brought about by war, and the disruption 
of normal commercial relations, it is foolhardy to expect that 
export trades can be maintained at the desired level without 
some positive system of encouragement. Merely to discourage 
domestic purchases is not enough. Thus we could use the various 
trade organisations which, it was suggested, might be set up in 
conjunction with the various export trades, as mediums through 
which export bounties could be paid. We could provide essential 
raw materials through the various controls at favourable prices 
for export purposes. We could use the trade organisations as 
advisors and scrutineers for the advance of State guaranteed 
credits. We could use the organisations as purchasing agents, 
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which could buy from individual firms, undertake the risks of 
marketing, negotiate barter transactions with foreign interests, 
and generally ensure the continuous use of productive resources. 

26 (ii). As has been said, we shall have to put forward all our 
endeavours to ensure the successful marketing of our exports. 
We cannot trust to the orthodox equilibrating forces to ensure our 
balance of payments. Subject to the limitations of political and 
administrative difficulties, we ought to use our vast purchases as 
a lever for our export trades. Indeed, one cannot but sigh for the 
possibilities held out by co-ordinated Franco-British Imperial 
buying and selling. We do not indeed wish to forfeit the good- 
will of the neutral world by too ruthless a use of our economic 
power, but we ought to use that power with forcefulness and 
discretion. We cannot let the extent of our foreign trade be 
determined by the criterion of profit for the individual trader. 
We might well negotiate compensation agreements, barter 
transactions, clearing agreements at agreed exchange rates and the 
like. It appears that in our own interests we must reluctantly 
enter into the game of negotiated and regulated trade—not 
because this is good of itself, but because we must use 
the advantages we have to hand in order to win the war with 
the least suffering to all, the neutrals included. 

27. We must then try to sell where we buy, and this carries 
two important implications. (a) In considering our capacity 
for exports, we should pay particular reference to the needs of 
those countries from which we must buy. Our policy should be 
directed towards building up these important export trades, by 
ensuring their supplies of materials, of labour and of adequate 
commercial representation in the country of sale. (b) In the 
other case, it is not the imports but the exports which are the 
given quantity in the equation. Thus there are certain com- 
modities (or resources) which we can best afford to do without and 
export—e.g., fine linens, lace, toilet preparations, spirits, furniture, 
glass, pottery, cinematograph films, high-class cotton goods, 
millinery, etc. We should try to find the most remunerative market 
for these things, do our best to stimulate the demand, and attempt 
to use the exports of the purchasing countries. We should, that is, 
substitute, so far as is technically feasible and economically 
desirable, the exports of these countries, for from them we are 
likely to get the most favourable terms of trade. In this way it is 
clear to see that our relations with other economies must colour 
our plan, which as time goes on must be adapted to our experiences 
in trading with other nations. 
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28. The organisation of the economy to stimulate exports, 
to restrict consumption, and to expand production in such 
directions as to achieve a balance of payments is likely to be a 
counsel of perfection. But it is surely correct to put this counsel 
of perfection in the plan. It is sometimes argued that gold 
reserves and foreign securities constitute a “‘ war-chest,” that a 
war-chest gives one obvious advantages, and that it is foolish 
not to make use of them. That is one opinion; there is another, 
perhaps of greater validity. 

29. A war-chest gives a country various advantages. It is 
war potential, an emergency reserve which can be drawn upon 
when imperatively required. We have in this war-chest ships 
to replace those we may lose, aeroplane factories that may be 
bombed, materials that may be destroyed, and exports that 
from disorganisation cannot be produced. If, for whatever 
reason, we use our war-chest before such emergencies arise, we 
do ourselves real injury. Moreover, with the best will in the 
world, there may be, as is the case at the start of the war, periods in 
which we have to draw upon our reserves. We may lose export 
markets, we may need to finance allies, we may have to meet an 
unexpected thrust of the enemy where we are temporarily weak. 
For these reasons we are conserving and mobilising our strength 
when we maintain our war-chest—we are not ignoring it and 
depriving ourselves of an advantage. 

30. If we are temporarily weak in some department—e.g., the 
air—we are right to purchase ’planes, but we are wrong to plan to 
continue purchasing them if by sacrifice we can make them our- 
selves. Only the prospect of massing great strength that will 
shorten the war justifies us in the substantial depletion of our 
reserves, and that justification is denied so long as we are capable 
of further sacrifices of civilian consumption. The counsel of 
perfection should be established first, then we can depart from it 
when there is real reason. If we are profligate with our reserves 
ard take their spending as a matter of course, we shall be tempted 
to shirk sacrifices that we ought to bear and tempted to delude 
ourselves about the effort we are making. 

31. And we have to live after the war. Our war-chest is a 
very essential part of our livelihood, and circumstances are not 
likely to be favourable to its re-creation. 

32. In this connection there is a further matter deserving 
comment. Public discussion has shown that, unlike 1914, we are 
not bemused by the monetary aspect of our war problems. We 
know that the domestic problem is to free and mobilise resources. 
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But we are not quite so clear-sighted about the problem vis-a-vis 
other countries. It is not simply a question of protecting the 
exchanges and of acquiring foreign currencies to meet our needs. 
It is primarily a matter of paying as we go, of freeing resources 
to buy the things we need. Borrowing from countries in the sterling 
area may be possible and may relieve us of anxiety about shortage 
of exchange, while from other countries our purchases must be of 
necessity limited to the exchange we can earn; but borrowing, 
from whatever source, is disadvantageous. We should not 
delude ourselves into thinking that such borrowing is not an 
ultimate drain on our resources : we should recognise our ability 
to borrow as a valuable grant of time in which we can organise our 
economy. 

33. Lying behind these matters is the question of fiscal 
organisation. How are we to empower the State to utilise the 
resources necessary for its purposes? How are we to deprive 
civilians of their use? As was implied in para. 27, this matter has 
a general and a particular aspect. How are we to provide and 
take away purchasing power in the aggregate? How are we to 
free from civilian use those kinds of resources which in particular 
the State must have? If we are to prevent undue increases in 
prices, both aspects of the problem must be faced. 

34. How can we restrict civilian consumption sufficiently to 
make possible the devised plan? The order of magnitude of the 
problem can be indicated. Out of a total national income of 
around £5000 million, the State has taken around £1000 million, 
and gross investment has approached £750 million, leaving for 
aggregate consumption (outside Government-financed expendi- 
tures) £3250 million. Now, out of an enlarged income of, say, 
£6000 million, the State will require £3500 million and gross 
investment will need, say, £375 million, leaving for aggregate 
consumption, £2125 million. So the problem is to contract 
absolutely private consumption at a time when total income is 
increasing; and as the above figures may understate the effort 
we shall have to make, that absolute contraction may be of quite 
formidable size. 

35. The greater is our liquidation of foreign assets, the less 
need be our immediate sacrifices; the more we try to pay as we go 
the less the consumption we can enjoy and the less must be our 
disposable income. 

36. This problem is so intractable that we must tackle it in a 
variety of ways. Thus we ought to ration to ensure that people 
have adequate supplies of essential things and to ensure that they 
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have only adequate supplies. Rationing, surely, ought to be 
carried to the limit of administrative difficulty and political 
acceptability, though it is clear that this limit may be disappoint- 
ingly narrow. Rationing presupposes a certain uniformity of 
consumption habits and a certain homogeneity of the product. 
Extensive rationing is likely, therefore, to imply in practice a 
standardisation of product, e.g., in clothes. But with goodwill 
and determination, something could be achieved along these lines. 

37. I imagine that we shall have drastically to restrict 
production by rationing labour supply and raw materials, through 
the controls already established. We must make it more difficult 
for people to spend money; we must not attract them by variety 
of goods and well-stocked shops. To restrict production without 
taking commensurate steps to restrict demand is to risk inflation. 
Hence, apart from more general methods of “ mopping up” 
purchasing power, which may prove inadequate, we shall have to 
attempt to control prices and accept an inevitable inequity 
between persons, and we can impose specific indirect taxes. 
Maybe, where an orderly method of rationing is impracticable, 
we can adopt the more elastic method of certification of need— 
e.g., where the fabric and permanent fixtures of buildings are 
concerned. Clearly specific methods of restricting certain kinds of 
consumption must be adopted in cases where the goods or resources 
are needed for other purposes. 

38. What we need is to encourage saving, for however viciously 
we are taxed, there will be more than enough disposable income to 
disrupt the economy. Spending, then, must be made less 
attractive and saving more attractive. There are two important 
sources of voluntary saving that look capable of being encouraged. 
Life assurance is pre-eminently the middle-class method of saving. 
It is at present encouraged by our tax laws; the rebate of tax on 
income paid in premiums on life assurance (subject to certain 
qualifications) is at one-half the standard rate. Thus, with the 
rise in the standard rate, an uncovenanted benefit has been given 
to holders of existing policies. I suggest that on existing policies 
the tax rebate should be one-half the 5s. rate, while on new 
policies the rebate should be increased by a proportion which 
would absorb the annual gain to the Exchequer. Further, 
life assurance companies and societies should be persuaded to 
treat war risks as generously as possible. The other important 
source is the undistributed profits of companies. There are a 
number of ways of enlarging such savings. One obvious way is 
exhortation. Another is to forbid increases in dividends, with or 
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without the permission to permit scrip bonuses. Yet another is 
to have a companies profits tax, varying with the proportion of 
profit paid out. Neither of the last two is a perfect method; 
we must accustom ourselves to a lot of minor injustices. 

39. There are two further ways of approaching our objective. 
They are so important that they must be mentioned, but as they 
have previously been discussed, no exhaustive analysis is required. 
We can stiffen the direct tax burden. For political reasons 
it may be best to adopt a suggestion of Professor Hicks, to levy 
a new War Tax, of a progressive character, on net incomes. And 
if all these are insufficient, as I fear they will be, we have still up 
our sleeves two suggestions of Mr. Keynes: the forced loan and 
the turnover tax. The melancholy truth is that our individualistic 
system of income distribution is a sad basis for totalitarian war. 
We must make do with all manner of bits and pieces, none of 
which is very attractive. 

40 (i). There is one aspect of our problem which must be tackled 
by the plan. In the curtailment of consumption which must 
follow from higher prices, due to exchange depreciation, enhanced 
shipping risks and higher wages, the less well-paid will be hit very 
hard. In some way their standard of living must be safeguarded. 
For the rest, we must all be compelled to see that a reduction in 
living standards is unavoidable, and we must be persuaded by the 
equitable division of sacrifice to play our part. To this end 
rationing and progressive taxation will help. 

40 (ii). But sacrifice must not be imposed where it cannot toler- 
ably be borne. To keep down living costs in the interests of the 
under-privileged by subsidising basic commodities is to give a 
bounty to those who do not need it, and to make more difficult 
the fiscal problem of raising funds. That is not a very good 
method, though it has been adopted. A less expensive way 
would be to allow cost-of-living bonuses to the wages of the less 
well paid, which would be met partly in higher prices of goods 
bought by consumers in general. In addition or alternatively, 
if Trade Union agreement could be obtained, family allowances 
could be paid from the central fund in proportion to the increase 
in the cost of living. The £52 million per annum which we are 
now spending on food subsidies would do a great deal if paid where 
it is really needed. 

41. Clearly, however, we shall be able to discern with greater 
accuracy the sacrifices that will have to be asked of consumers 
when the plan has been surveyed in its entirety. When we 
know the demands upon the economy for military supplies and for 
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exports, we shall be able to tell more accurately what proportionate 
reduction in civilian consumption is imperative. And we shall 
be able to see more clearly to what expedients we shall have to 
resort to curtail civilian outlay—though this is no argument for 
doing nothing now. Moreover, we shall be able to say with 
tolerable accuracy in what directions domestic consumption 
must be curtailed; and so we can get guidance for our rationing 
policy, introduce a greater element of rationality in the Commodity 
Controls, control our labour force with confidence, and impose 
“sumptuary ” taxes where they seem most appropriate. Nor is 
this all. So far we have still little idea of the extent to which we 
shall have to expand our labour force and production to satisfy 
minimal needs, and still less idea as to the direction of the most 
appropriate expansion. Consequently we cannot look ahead as 
we ought, to plan our labour force, to organise its employment, 
and to prepare our industrial plant for the reception of new grades 
of workers. Under our plan, however, some light will be shed 
on these matters; we shall be able to formulate with some 
confidence the restraints that we as a community shall have to 
accept and the extra work that somehow or other will have to be 
done. And—not without importance—we shall know what 
direction our domestic propaganda ought to take. People are 
asking for advice : we could give it to them. 

42. There is much less to be said about the second aspect of 
economic policy—economic warfare proper. Economic warfare 
demands a policy of detailed strangulation : preventing exports, 
stopping imports, buying the enemy’s supplies or bidding up their 
prices, and bidding down the prices of his exports. The 
economist is here on too difficult a terrain: what it is wise to do 
depends on the current political configuration of Europe and upon 
the technics of German industry. 

43. Our interest in this policy is where it impinges on our plan. 
It does so, first, by altering the foreign trade plan. So far 
as possible we ought, cet. par., to substitute things available 
to the enemy for things not available—e.g., Balkan tobacco, 
Rumanian oil, Turkish, Greek, and Italian foodstuffs. We ought 
in some degree to be prepared to alter our way of life to achieve 
this object, for consuming, even different things, is not an un- 
pleasant way of waging war. And the corollary is that we 
must seek the cheapest way of buying these things, either 
producing the things wanted or acquiring free exchange. 

44. We shall be justified in reducing our military effort or our 
military supplies if thereby we can effect a weakening of the 
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belligerent power of the enemy. The acquisition of Bulgarian 
pigs may be as important as the supplying of a division. 

45. We should use to the full the economic strength furnished 
by our war-chest to prevent supplies reaching the enemy—.e., 
we can buy opportunely; we can build up stocks of commodities ; 
we can buy for orderly liquidation in other markets. 

JACK STAFFORD 


University of Manchester. 








WAR AND HOUSING 
On September 8, 1939, the Ministry of Health decided :— 


To defer the holding of inquiries into slum-clearance 
orders. 

Not to approve the erection of further houses, except 
in the case of national interest. 

That houses under construction should only be finished 
by Local Authorities if they were in an advanced state of 
construction. 

To stop demolition, even in those cases where slum- 
clearance orders had already been confirmed and the Local 
Authority was bound to proceed with the work. 


The Government policy is being questioned by the building 
industry as well as by the building operatives, who figure as one 
of the largest groups amongst those who are unemployed. Many 
local authorities who are not allowed to continue with the housing 
scheme, and are not even allowed to finish their houses under 
construction, are also strongly against it, as the latter involves 
waste. The unfinished houses, being open to wind and weather, 
are bound to suffer. 

The Government, however, has a good argument—that is, 
the shortage of timber. The timber in this country has to be 
reserved for war purposes, Government work, shipbuilding and, 
maybe also, for repairs after enemy air raids. 

This is not the appropriate time to discuss the question why 
more timber has not been stored in this country before the out- 
break of the war, for this would not alter the situation. 

There was some indignation that, in view of the timber shortage, 
army huts were, until recently, built exclusively of timber. 
Furthermore, it is resented that the scarce timber is allowed 
to be wasted—for example, encasing sandbags—where other 
materials, cement and bricks, would serve the same purpose. 

The Government might, however, reply that building with 
timber is by far the most efficient method, and that time was 
not sufficient to allow of the use of alternative materials. 

We have to face the fact that the builder without Government 
work is limited at present to a supply of timber not exceeding 
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in value £5 a month. There are, however, builders and archi- 
tects who think they could build with a very limited supply of 
timber. As a matter of fact, before the war they were already 
using comparatively little timber in blocks of flats. 

In an article, “ War-time Building Practice” (The Builder, 
February 9, 1940), R. Cotterel Butler points out :— 


‘ec 


. . . the walls and floors of light structure may be 
fabricated, if need be, without the use of either steel or 
timber of building quality, and without the development of 
any particularly complex or unusual fabrication system. 
In roof design, however, this is by no means so simple a 
case. ... 

“*. . . the most intelligent course to pursue would appear 
to be the use of light steel reinforcement for main roof 
members, of steel and other metal mesh for slabs or secondary 
members and of fibrous reinforcement wherever possible. 
Maximum economies in steel and the entire elimination of 
timber of building quality would thus be effected.” 


A letter written to The Builder (January 19, 1940) says :— 


“*. . . the building could be so designed by the use of 
precast floors and roofs, concrete staircases, cement skirtings, 
iron windows, etc., as to leave doors the only item for which 
wood could not be substituted. 

* On a £10,000 job, timber to the value of say £50, would 
go a long way towards door requirements.” 


As to bricks, cement, asbestos cement, glass, lime, pipes, sand 
and gravel, sanitary fireclay, terra-cotta and tiles, the supply, 
according to The Builder (January 19, 1940), is far beyond the 
demand, and the capacity of these industries is more than suffi- 
cient to meet all requirements. Only in structural steel there 
may be delays in certain sections. Many brick- and tile-works 
in all parts of the country are said to be closing down or operating 
short hours. 

On the other hand, it may be that in time other building 
materials will also be reserved for Government works, and skilled 
labour operatives may also become scarce. The building industry 
claims that there is at present an adequate supply of such 
operatives. 

Whatever ways and means may be found, however, to sub- 
stitute timber and make building in war-time possible, war-time 
conditions would necessitate great reduction in building; anything 
like normal building activity is out of the question at present. 

The controversy which has arisen about this “ stop-building ” 
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policy has been mainly approached from the point of view of 
how it affects the present situation. The position after the war, 
and the effect of air-raid damage which might occur, have hardly 
been brought into the discussion. This is a mistake, as it would 
help to clarify the situation. 

It may be that the Government is under the impression that 
as the housing situation in 1914 was quite different from that at 
the beginning of this war, so the situation will also be different 
at the end of the war. Whether this opinion is likely to prove 
correct is worth examining. 

When the Great War came to an end, the shortage of houses 
was terrific. During the war hardly any building was taking 
place, and when the soldiers came back they found it impossible 
to find a house or dwelling. The situation was particularly bad, 
as the years preceding the war were extremely lean years as 
regards building. So not only the arrears which had accumulated 
during the war, but also earlier shortcomings had to be amended 
to improve the situation. 

It was quickly recognised that drastic methods had to be 
applied to meet the shortage of houses, but there was a shortage 
of everything connected with the building industry. There was a 
shortage of building materials as well as a lack of men—especially 
skilled building operatives. Moreover, the prices of building 
material, as well as wages, had risen fantastically. To make 
things worse, the efficiency of labour had greatly deteriorated. 
The result was that the cost of building rose to bewildering heights. 
There was scarcely any possibility of getting houses for the working 
classes who needed them, at a rent they could afford, except by 
subsidising building. Some of the subsidies introduced at that 
time still figure in the national budget of to-day, and will remain 
there for many years to come. 

It may be that at the end of this war the slogan will again be 
heard, ‘“‘ Homes for heroes,”’ but it may well be that the number 
of homeless people will be much larger this time than after the 
last war. 

It is true that the housing situation at the beginning of this 
war is different from the situation of 1914 in so far as these last 
years saw a building boom of great extent. Nearly a third of 
the existing houses in England and Wales have been built since the 
Armistice. This is a great achievement. The four million new 
houses in England and Wales may have contributed to the 
Government’s decision to stop civilian building at the outset of 
this war; and yet, although the housing situation looks brighter 
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at the moment compared with the beginning of the last war, it is 
misleading to assume that things will also compare favourably 
at the end of this war with the post-war situation of 1919. This 
might only be the case if the present war were to be a very short 
one. 

To begin with, the very fact that building has stopped will be 
a serious obstacle for future building. No one is inclined to send 
his son as an apprentice into a trade which is at present pro- 
hibited and which has thousands of unemployed. But this very 
shortage of trained operatives in the building industry was one 
of the greatest disasters after the last war. It took years before 
these shortcomings could be amended. Only after hard bar- 
gaining was an arrangement made with the Trade Unions that 
demobilised soldiers could be trained as building craftsmen al- 
though they had passed the ordinary age for this training. 

There is also a fixed relationship of the numbers of the 
different craftsmen required in the building industry without 
which there would be all kinds of delays and which would con- 
tribute to increased building costs. The crippling of the building 
industry which the Government policy must entail is bound to 
bring about a disintegration of the industry which will have far- 
reaching effects when building is resumed. 

Apart from some large contractors, the building trade mainly 
consists of small firms, each employing only a few workmen. . 
But the small local builder cannot stand a long period of in- 
activity. He has no large capital reserves. Even in peace time 
the small builder was hard pressed, and this trade figured very 
high on the bankruptcy lists. But if the small builders increasingly 
go out of business, new builders will spring up, less familiar with 
local requirements, on the resumption of building, employing 
new men with all the attendant consequences. 

There is a factor in this war which might make building a 
much more urgent necessity than last time. It is the possibility 
of large-scale destruction by incendiary bombs. Yet this factor 
of possible destruction seems to be used as an argument for 
cessation of building during the war, but one could argue that 
this possibility justified more building rather than stopping it. 
As far as private capital is concerned, there is, of course, no chance 
that house-building will continue during the war. However, 
during recent years private enterprise has not been concerned 
with housing for the working classes. 

Is it possible to forecast the future demand which will arise 
after a war of a certain duration—say two or three years? After 











46 THE ECONOMIC JOURNAL [MARCH 


previous forecasts of future housing demands, one is warned 
against over-valuing such predictions. On the other hand, the 
failure of former estimates may serve for a more critical future 
one. 

After the last war the housing shortage was estimated at about 
half a million, a figure, as we know now, quite inadequate to meet 
the demand. The housing census for 1931 estimated that 
1,200,000 new dwellings would be required by 1941, and about 
1,700,000 dwellings to reach saturation point. These figures 
refer to England and Wales only. Yet between 1931 and 1939 
more than 2,300,000 houses had been completed in England and 
Wales of which the rateable value did not exceed £78, or £105 in 
Greater London. That is to say up till 1939 at least 600,000 more 
dwellings had been built than the highest estimate of the housing 
census for 1931 gave for saturation point. Nevertheless there 
still is a great shortage of decent dwellings. 

In the report of the Ministry of Health of August 1939 it was 
stated that there were still 472,000 slum houses which could only 
be satisfactorily dealt with by demolition. Moreover, 258,792 
dwellings were overcrowded and should be dealt with. The 
Ministry of Health mentioned that the completion of this pro- 
gramme will keep the Local Authorities occupied for some time 
yet. 

The housing census for 1931 cannot, however, be blamed for 
lack of foresight. Various events have contributed to the 
demand for houses in a way which could hardly have been fore- 
seen. The great activity of the building societies, together with 
an upswing in the trade cycle and low interest rates, gave a 
great stimulus to the construction of cottages as well as blocks 
of flats. Furthermore, new laws were passed, one to facilitate 
slum clearance, the other for abatement of overcrowding. 

As a result, a rising standard of housing has been adopted. 
The war, or, to be more exact, the housing policy in this war, has 
caused a relaxation. 

The greatest demand for houses since 1921 has arisen from the 
increase in families (family in the sense of the census takes into 
account every lodger, not boarding with the family). The popula- 
tion of England and Wales has risen from 37,900,000 to 39,900,000 
between 1921 and 1931—roughly 5 per cent. 

The number of families has risen by 17 per cent. during the 
same period—i.e. from 8,700,000 families to 10,200,000 families. 
This increase of 1,500,000 families was accompanied by an increase 
of 1,400,000 houses. That is to say, up till 1931 the housing 
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situation was no better than it was in 1921, the time of great 
shortage, as the number of sharing families had not decreased. 
Improvement, however, has taken place in the numerical density 
per occupied room, owing to the greater number of small families. 

There were therefore large arrears to be made up for families 
sharing a house and who were only waiting for the opportunity 
to get a home of their own. But this is not all; since 1933 the 
balance of migration changed into an influx of several hundreds 
of thousands into this country. a 

The effective demand for houses is dependent on various 
factors. Age composition of the population, migration, location 
of industry and migration of it, even fashion plays a certain réle. 
The economic factor may, of course, be the decisive factor for the 
demand. A great percentage of the working people cannot afford 
to pay the economic rent. Without subsidies (chiefly rent rebates) 
they could not be transferred from slum houses into decent 
dwellings. Since the last war, private enterprise, as already 
mentioned, has built scarcely any houses for the unskilled working 
classes. It does not pay. It was left to the authorities to provide 
new houses for the bulk of the working classes who had to be 
rehoused. 

In consequence, it is almost impossible to estimate the future 
effective demand for houses. What can, however, be roughly 
estimated is the need for houses resulting from the changing size 
and age composition of population. 

According to population estimates for England and Wales 
compiled by Dr. E. Charles, the population of England and Wales 
will vary only slightly in the next three years. The average 
annual increase is roughly 27,000. Yet the number of adults 
(an adult in this case being taken to be any person over 19 years 
of age) will increase :— 


From 1939 to 1940 by 175,000 
1940 ,, 1941 ,, 285,000 
1941 ,, 1942 ,, 262,000 


9 


These figures have been arrived at by taking Dr. Charles’ 
estimates 1 for the size of population of the coming years and 
deducting the numbers of children up to 19 years of age. 

In 1941 there will be (ceteris paribus) 460,000 adults more in 

1 London and Cambridge Economic Service, special memorandum No. 40. 

The assumption on which the estimates are based is that fertility and 


mortality rates continue to be the same as in 1933. The reality has proved to be 
only slightly different. 
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England and Wales than in 1939, and in 1942 there will be 722,000 
adults more than in 1939. That is to say, by the change of age 
composition alone there would be a need for roughly 180,000 
new dwellings after a two years’ war, or 290,000 after a three 
years’ war. ‘To this have to be added the arrears in slum clearance 
and abatement of overcrowding : that is, 730,000 dweilings. 

In the above figures no account is taken of the fact that 
migration of industry during war-time must result in empty 
houses in certain areas accompanied by a shortage of houses 
in others. This disproportion will continue unless perhaps 
the process should be reversed. Furthermore, it should be 
remembered that in the coming decade the ageing of population 
as well as the replacement of old houses will make about 200,000 
dwellings necessary annually. 

The above can only be taken as a rough estimate based on 
the assumption that no destruction of houses or loss of life by 
enemy action will occur. It is also based on the assumption 
that the newly required standard of housing adopted in recent 
years will be upheld. No allowance is made for demolition of 
houses which, during the war, will become unfit for habitation. 


CONCLUSIONS 


On the whole the cessation of usual building during the war 
will have to be accepted in view of the timber shortage, apart 
from other considerations. But slight concessions could and should 
be made. There should be greater elasticity, with economising 
on timber for certain Government works wherever this is possible 
and its diversion to building for civilian needs. The evacuation 
of industry and population from the big cities into the country 
has caused vacancies in some places and shortage of accommo- 
dation in others. 


1. The housing needs in those towns into which industry 
has emigrated should therefore be satisfied as far as possible. 
This encouragement for industry to stay outside big towns 
can be of the greatest value. 

2. Houses in present circumstances are bound to be 
neglected; the longer the war lasts the more this will be 
felt. The maintenance and repair of houses should be 
provided for, so as to avoid any further unnecessary 
deterioration. It is advisable that houses under construction 
should be completed at the earliest possible date. At least, 
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one should permit the Local Authorities to complete houses 
which are half finished. 

3. We have not the slightest idea what indiscriminate 
air bombardment on our large cities may mean. It would 
be unwise to neglect the possibilities of such a catastrophe, 
with its attendant consequences. Would it not be better 
policy to provide accommodation in time for those who may 
be rendered homeless? And should we decide to do so, let 
us start immediately, as long as men are still available. 
The immediate, if limited, resumption of building would 
also help towards the training of apprentices who would be 
useful in case of air raids as well as after the war. 

4. It is also essential that building material which is 
manufactured in the country, such as bricks and tiles, etc., 
should be stored in large quantities. Financial obstacles 
will have to be overcome with Government aid. 

5. Whatever may be done during the war, it is impera- 
tive that the potential post-war situation should be taken 
into consideration. 

6. It should be seen to that the building industry does 
not disintegrate further. In any case, it should be ensured 
that after the war the building industry will have the 
operatives it needs. 

7. Apprenticeship should not be forgotten, and young 
boys should be encouraged to enter the trade. Special 
provision should be made for the maintenance and training 
below war age to compensate for the failure of normal demand. 
The discussion with the Trade Unions regarding training 
of demobilised soldiers as building operatives after the war 
should take place before the war has ended, not afterwards. 

8. The lack of material experienced after the last war 
can be partly avoided by standardisation of building material. 
Steps should be taken, however, before the shortage 
materialises. 

9. The planning for housing after the war should start 
at once, and the location of industry problem should be 
tackled as well. The unique opportunity now, when industry 
is on the move, should not be missed. 

10. It is also necessary to have the advice of the building 
trade so as to avoid the pitfalls of the last time. Research 
work on building by groups of architects should have every 
support. By this much money can be saved and mistakes 
prevented. 


No. 197.—voOL. L. E 
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This is not all, but it would beastart. Building will prove of 
the utmost importance in the post-war period, not only in satisfying 
the needs after the lull occasioned by the war, but also in providing 
an incentive to switch over to peace-time occupation when war 
industry comes to an end. 

Those who argue that the period after the war is not the right 
time to amend shortcomings in housing, may be reminded 
that it was after the last war (and a lost war) that Austria and 
Germany achieved more in housing than in any period before or 
afterwards. 

Summing up, it seems that little can be done for housing at 
present. More could be done to forestall lack of home-manu- 
factured building materials in case of air raids. But most of all 
could be done to alleviate the difficulties which are bound to crop 
up after the war, when a well-planned housing programme should 
play a decisive part. 

M. J. Eusas 
London. 


























A STATISTICAL NOTE ON FAMILY ALLOWANCES 


In 1937 a Social Survey was made in which one working-class 
house in twenty in the Bristol urban area was visited, and inform- 
ation was obtained from every family living in it regarding family 
composition and income. The general methods and results have 
been described in a preliminary report, which was published in 
1938.1 The war has unfortunately delayed the publication of 
the full results of the Survey, but it seems desirable to set on record 
certain data of great current interest relating to dependancy. 
The Bristol Survey used a new poverty standard based on British 
Medical Association diets. It makes allowances higher by from 
20 to 50 per cent. than did the poverty line used in the London 
and Merseyside Surveys.? In particular, the allowances for 
children are a higher proportion of the adults’ allowances in the 
new standard than they were on the old basis. 

The application of this modernised poverty line emphasised 
and confirmed conclusions which had already been reached in 
many investigations. The main results, so far as they concern 
the standard of living of children, can be seen from Table I, which 


TaBLeE I. 
Standard of Living and Family Size.* 























| ‘ 
si | | Proportion of | ropertion of 
No. of children | No. of Percentage | families below 100% above 
under i = families. of familes | eater the poverty 
old. | standard, standard, 
per cent. per cent. 
0 .| 2,579 B74 | 8-4 53-3 
1 980 21-8 6-5 35°8 
2 ‘ 542 12-1 11-1 15-9 
- os . ea 230 5:1 | 24-8 4:3 
4ormore. . 160 36 | 51:3 1-2 
100-0 ‘7 40-5 


Total .| 4,491 | 


— 
i 





1 The Standard of Living in Bristol, by Herbert Tout. Bristol, 1938. Full 
details of the definitions used in tabulating the Survey data will be found in 
Appendix II. The Survey was conducted by the University of Bristol and made 
possible by the support of the Colston Research Society. 

? The new poverty standard provides (exclusive of rent) 12s, 9d. for a man 
living alone, 20s. 3d. for a man and wife, 32s. 10d. for a man, wife and two children 
aged 5-9 and 10-13, etc. Loc. cit., p. 20. 

’ For fuller details see Table VIII, p. 38 of preliminary report. 
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summarises some of the results published in the preliminary report. 
The families studied were the families of manual workers, and only 
of black-coated workers if their heads earned less than £5 a week. 
The proportions in the tables apply to this section alone, not to 
the whole population. 

One outstanding result of the survey was to emphasise 
strikingly how the proportion of persons in primary poverty 
varies with age. 22-8 per cent. of the children (aged 5—9) in 
the sample lived in families below the standard, which is about 
double the rate of 11-8 per cent. for all persons. In the age 
group 20-24 the percentage is only 4:1 per cent., rising to 
12-8 per cent. for 35-39. From the early forties to the early 
fifties the risk of poverty decreases, and even in old age never 
rises so high as it is in childhood. (The sample, however, did not 
include the population of almshouses and institutions.) Table I 
helps to explain the reasons for the concentration of poverty 
among children. It shows that over half the families where there 
were four children or more fell below the standard. On the other 
hand, it shows that only 4 per cent. of working-class families had so 
large a number of children. 

The reason for the high proportion of young children below 
the poverty standard is not difficult to discover. The wages of 
the lower-paid unskilled earners at the time the survey was made 
were somewhere around 42s. a week. If rent and insurance cost 
lls. a week, this leaves a net income of 31s.—about sufficient to 
support a man, wife and two children aged 4 and 10, on the 
standard adopted. The average full-time earnings of all unskilled 
men workers in the sample was 48s. 7d.1_ In face of such levels 
of wages for unskilled workers the various statutory authorities 
necessarily restrict their disbursements to the unemployed. 
They cannot pay sufficient relief to meet the needs of large families 
without running the danger of placing a man in as favourable a 
situation on relief as he is when employed. The lower-paid 
workers with three children or more, whether they are in work or 
unemployed, are not paid enough to enable them to support their 
families above the poverty standard. This accounts for the very 
high poverty rate among children. The number of families 
affected, however, is a small proportion of all families. 

These facts are of particular importance at the present time, 
when it is certain that consumption must be restricted. Equity 


1 9 = 10-4s. See Table IV and footnote. The average earnings of unskilled 
workers aged 21 was 38-8s., aged 22 45-4s., aged 23 46-8s., aged 24 50-9s., aged 
25-30 52-9s., aged 30-35 55-3s., aged 35-39 57-22s., from which age it began to 
decline slowly, reaching 54-7s. at 55-59 and 51-7s. at 60-64. 
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demands that the restriction should be devised so that it falls as 
little as possible upon those least able to bearit. The figures make 
a strong prima facie case for family allowances. Quite a modest 
scheme (say 5s. a week for the third and every subsequent child), 
if the allowance were paid both to employed and unemployed 
persons, would have reduced family poverty by a half in Bristol 
in 1937. It would have abolished about 80 per cent. of child 
poverty. Such a measure becomes more important in war-time, 
where the problem unfortunately is no longer, how can we best 
march forward and improve the standard of living, but how 
best can we make the reductions which must be made without 
riding roughshod over the interests of the poorest sections of the 
community ? 

The figures that have been so far discussed chiefly help in 
diagnosis. As a basis for calculating the cost of various allowance 
schemes they fail, because they are based upon the census 
conception of a family. In the Bristol survey the family was 
defined as “‘ a group of persons who live together under one roof 
and pool their resources for the provision of food.” If there are 
two fathers in one such family, and each of them has dependent 
children, inevitably the children of both parents are credited to a 
single family. Accordingly other tabulations have been made of 
the Bristol survey data. The sample contained 5,030 male 
earners, 686 of whom were under 20 years old. Tables II and III 
relate to these male earners. 


TABLE II. 





1 or more. | 2 or more. | 3 or more. | 4 or more. 
| 











Cumulative percentage of male earners having 
dependent children ! aged 14 and over. 


Children under 14. . 35-8 17-7 7-4 3-1 
es ~ ae % ‘ 37-2 18-4 7:9 3°3 
- oa a . 38-5 19-8 8-7 3-9 





Cumulative percentage of male earners aged 
20-64 having dependent children, 


Children under 14. ‘ 42-3 20-9 8-7 3-6 
ca . ‘ 44-2 22-0 9-5 4-0 
~ -_ ae . 45-7 23-5 10-2 4-5 

















1 Sons, daughters, legally adopted children and step-children, including any 
away from home. Even if a child is contributing to the family income it is still 
counted a dependant. 


Table II shows the proportion of male earners who would be 
affected by various types of allowance schemes. It will be 
observed that the payment of allowances to dependent children 
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under 16 would not greatly increase the numbers to whom they 
are paid. All earning children are still counted dependants. 
To include children aged 14 and 15 in the allowance scheme would 
not, it seems, increase its cost at all excessively. On its merits 
the extension deserves consideration. 


TaBLeE III. 


Showing the Distribution of Male Earners by Age and by the Number 
of their Children aged 0-13 (including Step-children). 





Number of children 0-13. 


Age of male 
earner. 





| ; | | | | | jae 







































































1 10 children = 2. 


| 
| 
| 
} Lo | Total 
|} 0 1 St eh, e |e fe. a e'& |known,} —_— 
14-19 j1,36¢/ — | —/—{—/—|—;—]—|—| — | 1366 
20-29 . }1,692 | 328 s5| 22} —| 4/—j|—|—]—] 2 | 2133 
30-39 | ’305 | 742 | 537 | 233 | 107 | 34 | 20 8 | 2/2 | — | 2,489 
40-49 | 738 | 481] 328 | 145 | 66/ 30 | 12 | 6 | 2 | —| — | 1,807 
50-59 . [1,113 | 231 68| 26| 6| 4| 2 | cia jp) 2 
60-64 :| "461 ] 14 6} :}—|—/|/—/|—|-—|—]| # 485 
65-69 - | 187 8 2);—-— 2; 2;/—;—yrojy—] — 151 
70 5 aS gee 2) A A oan ed eal eet Secath (eee nace Mae 72 
Age unknown. | 28 6; 4/—/—]| 2}/-—-/|-—-/]-] - 4 | 44 
Total . | 6,410 |1,809 |1,030 | 427 | 181 | 76 | 34 | 16 | 4 | 2 | 12 | 10,000 
| | | j | | | 
Number of children 0-14. 
| | | | | 
Total. | 6,252 | 1,877 | 1,050 | 461 | 185 | 93 40 | 20 | ei 2 | 12 | 10,000 
Number of children 0-15. 
" . j | | | | 
Total. eras [1,875 jas | 481 | 215 | 83 | 56 | 23] 8 | 41! 12 | 10,000 





Table III enables calculations to be made of the cost of allow- 
ance schemes. It shows the full facts of dependancy for the 
male earners in the survey sample. Age, presumably, is the most 
important single factor in determining the proportion of earners 
to whom allowances are paid. A double classification has there- 
fore been made in this table by age and by the number of 
dependent children, in order to facilitate the application of the 
Bristol results to populations of dissimilar age composition. 

Before estimates of the cost of particular schemes can be 
obtained it is necessary to have some basis to which to relate them. 
For this purpose the total wage bill is probably the most satis- 
factory. Table IV gives data upon which estimates of total wages 
may be formed. It shows in detail the average full-time earnings 
of men in each of the occupational grades into which the Survey 
classified earners. It does not relate to quite so many men as do 
Tables II and ITI, because in some instances sufficient details of 
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earnings were not available. The earnings averaged in this table 
are the estimated full-time earnings of men. If they were paid 
by the piece, then a rough estimate of average earnings was asked 
for. If the earner was unemployed, his wages when last in work 
were taken. The occupational classification is based directly on 
that of the Merseyside Social Survey, except that an attempt 
has been made to subdivide the Merseyside Grade 5 into two 
divisions, (a) insurance and other agents, and (b) shop assistants. 
Families of the former were excluded on occupational grounds 
from both the Merseyside and the London Surveys, while those 
of the latter were included. In Bristol both these classes were 
included, and so were ordinary clerks. In drawing the distinction 
between skilled, semi-skilled, and unskilled workers the distinction 
was made as follows : Skilled workers were only those who follow 
some trade or craft. If there was any doubt they were counted 
semi-skilled.1 The semi-skilled group includes most factory- 




















TABLE IV. 
Average Full-Time Weekly Earnings of Men Earners. 
| —— Average 
Occupational class. dn earnings 
| Persons. | (shillings). 
Men aged 19 and over.? 
Ordinary clerks R ‘é , ‘ ‘ 232 61-4 
Insurance and other agents ° . , : 85 72-5 
Shop assistants and shopkeepers ‘ ‘ ‘ 243 53-4 
Manual workers in supervisory positions . . 99 75:7 
Skilled manual workers . : ° : ‘ 1,070 63-9 
Semi-skilled manual workers . ; : ‘ 1,402 55-6 
Unskilled manual workers . : ‘ , 935 48-6 
Boys 14-19. 

In shops, restaurants and hotels 80 14-6 
Clerks and office —_ 67 16-8 
Others . | 411 17-3 
Totals: Men * . . ‘ ‘ ‘ 4,082 57-2 

Boys . . . 558 16-9 

Total | 4,640 | 52:3 





1 The classification of the Registrar-General in the census of 1931 differs in 
this respect. Doubtful cases seem usually to have been counted skilled. 

2 It should be noted that 19 years was earliest age at which it was found 
practicable to apply an occupational classification. At 19 wages are still boys’ 
wages, and the inclusion of men aged 19-22 reduces the average slightly below 
what they would have been for a full adult’s earnings. An unskilled wage- 
earner attains his full earning powers in his twenty-third or twenty-fourth year 
(according to the Social Survey data). The number of earners aged 19-22 
included in this table is 355. The exclusion of these would raise the average for 
men from 57-28, to 59-08. 
® Includes occupation unknown. 
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workers, machinists, etc. The unskilled group consists solely of 
labourers. Again, if there was any doubt the person was counted 
semi-skilled. The classification was made quite independently 
of wages. 

For the ‘“ working-class ”’ population of Bristol estimates of 
the total wage bill may be made from the general averages in 
Table IV. For other populations for which an occupational 
classification is available it would be better to use another average 
re-weighted according to the frequency in each class. It is 
proposed here to confine the calculation to Bristol. The total 
weekly wages of each 10,000 male earners can clearly be estimated 
as 523,000s. a week. The cost of an allowance of 5s. a week for 
the third and every subsequent child can be calculated from 
Table IIT as 6,345s. or 1-2 per cent. of the total wages bill. 

Estimates made in the same way follow for other types of 
allowance scheme :— 


Allowances paid to third and subsequent children. 
5s. per eligible child aged 0-13 inclusive 
Cost as a percentage of total wages 1-21 per cent. 
Cost as a percentage of wages of male earners over 20 
1-28 per cent. 
5s. per eligible child aged 0-14 inclusive 
Cost as a percentage of total wages 1-37 per cent. 
5s. per eligible child aged 0-15 inclusive 
Cost as a percentage of total wages 1-54 per cent. 
Allowances paid to the fourth and every subsequent child. 
5s. per eligible child aged 0-13 inclusive 
Cost as percentage of total wages 0-51 per cent. 


It is no purpose of this note to put forward definite suggestions 
for schemes of allowances, but rather to provide data upon 
which any allowance scheme can be examined and estimates 
obtained of the cost. The above estimates are sufficient to indicate 
how small the cost is. It is abundantly clear that a family- 
allowance scheme is equivalent to only a very small increase 
in wages. Yet, as lias been indicated above, the social benefit is 
immense, because the increase is concentrated upon that fraction 
of the community which needs it most. A family-allowance 
scheme is of direct benefit chiefly to men earners aged between 
30 and 50, as may be inferred from the following figures, which 
give the average number of dependent children (under 14) male 
earners of each age have, viz. :— 
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Earners aged 20-29 . . . . 0:27 children under 14 
—_ ae 38=6— a 
» = 40-49 7 ww COT, a 
~ «2 MBM. . « « OB « " 
io op OMB. se we OH Olt ye 


The same peak in middle age will be observed in these figures as 
in the figures described on p. 52 showing the risk of poverty at 
various ages. 

Many allowance schemes propose to raise contributions from 
a fund accumulated by making a levy on employees and workers, 
augmented by a State contribution. It is sometimes argued that 
we have reached the limit of such contributions and it would not 
be possible to add to the existing social insurances a further 
charge. Some light on this problem may perhaps be gained by 
inquiring how far workers do themselves at present voluntarily 
charge their incomes with regular weekly sums in order to increase 
their security. Information was collected by the Survey about 
the certain types of regular weekly outgoings. From the point 
of view of the weekly sums involved, Industrial Life Insurance 
and Friendly Society payments are the most important of those 
studied. The average payment of those families which contri- 
buted to the former was 2-33s., to the latter 1-18s. a week.1 Even 
the contributions of families below the poverty line averaged 
0:96 and 1-58, respectively.2, The other types of contributions 
were not so considerable, ranging from a few pence for the Nursing 
Association and the Hospital Contributory schemes, to somewhat 
more for Trade Unions. 

Table V shows the numbers of families members of which 
made these payments. It will be observed that very few families 
indeed (6-6 per cent.) had none of these types of weekly outgoings. 
Even in the case of families with women or unoccupied male heads, 
comparitively few (21-7 per cent) had no such regular claim on 
their income. For families below the poverty line the figure is 
19-6 per cent. Nearly every family, therefore, had made some 
small voluntary weekly payment to increase its security beyond 
the compulsory contributions which the State exacts. It is quite 
remarkable how widespread these contributions are, and how 


1 Families contributing to Industrial Life Insurance and not Friendly 
Societies averaged 2-18s. Those contributing to Friendly Societies and not to 
Life Insurance 1-25s. Families making both types of contribution (which were 
a third of the sample) averaged 3-45s. a week. 

2 In taking these averages families making no contribution have been excluded 
from the divisor. 
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TABLE V. 


Table showing the Percentage of Families in each Occupational Group 
Reporting Certain Weekly Outgoings. 





Occupational class of heads of families. | 





| 
| 
| 
| 
| 
| 
| 



































| | Families} All 
Weekly outgoin Unoe- below families 
y — cupied poverty n 
Foremen | Semi- Un- men or line. sample. 
Black- and skilled skilled women 
coated. | skilled | manual. | manual. | heads. 
manual. 
Life insurance . 81:7 85-3 86-7 84-6 60-9 66-9 79°38 
Friendly Society 41-9 53:3 52-6 35-1 21-9 20-2 41-7 
Hospital scheme ‘ 53-2 74:3 73:5 67°38 30°8 25°8 62-4 
Trade union ‘ 17°8 51:5 46-4 50-1 84 15-2 36-9 
District nurse . : 27-0 30-1 31-4 29°5 26-9 21-4 29-3 
No information ‘ 2-3 2-3 1:7 1-6 3-2 1-3 2-2 
No weekly outgoings 4-0 i-3 1-9 3-2 21-7 19-6 “6 
0. 1,180 | 826 998 480 4,526 





Number of families . 471 | 1,051 





evenly their incidence is distributed among the various sections 
of the population surveyed. Most remarkable of all is the 
fact that 79-8 per cent. of all families had industrial life 
insurance policies. It may well be a fair inference from this 
table that there is still room for a further small weekly statutory 
contribution. 

How far are these results applicable only to Bristol, and 
how far are they typical of the whole country? Bristol is a 
relatively prosperous town, and the survey was made at the top 
of a boom. It is possible that the average Bristol family is rather 
smaller than in many other places. The first factor raises the 
divisor, while the second reduces the dividend. The resulting 
quotient may therefore be too low to be typical. Earlier social 
surveys did not tabulate dependent children by male earners. 
Figures on the same lines as Table I are, however, available for a 
number of towns. The latest is Southampton in 1931, where 
20 per cent. of the families had three or more dependent children.! 
Professor Bowley’s five town surveys in 1924 showed very different 
proportions, ranging from 24 per cent. in Warrington and Stanley 
to 12 per cent. in Northampton. These figures themselves repre- 
sent (except in the case of Bolton) a considerable decrease from 
those he obtained in 1913. The new London Survey (1928-9) 
showed 13 percent. Bristol nine years later (during which period 
the birth-rate has declined) showed 9 per cent. There is certainly 

1 An unpublished Survey by Miss I. Tyrwhitt conducted for the Welwyn 


Garden City Research Committee in 1939 gives a figure of 13-7 per cent. The 
age composition of Welwyn is far from typical. 
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insufficient evidence to justify fully the extension of these cal- 
culations of cost from Bristol to the country as a whole, but the 
general impression left from a study of the earlier surveys is that 
the cost is not likely to be very much greater for the whole 
country. Sufficient details have been given in the tables to 
enable estimates of cost to be based on the surer footing of a 
study of age composition. 
HERBERT Tout 
The University, 
Bristol. 











THE CONCEPT OF NATIONAL INCOME : 


A SUPPLEMENTARY NOTE * 

Tue problem of War Potential and of maximum national 
output requires the use of statistics of National Income and 
similar concepts. A number of books and pamphlets, mostly 
called How to Pay for the War, are in circulation in which various 
figures and estimates are taken as the basis of the realistic argu- 
ment. The differences between the figures are often due, not to 
discrepant statistical estimation, but to different ideas of what it 
is convenient to mean by “ national income.” It is therefore of 
more practical importance than usual to distinguish the differences 
of logic and definition, some of which hark back to old-established 
controversies, from real discrepancies in statistical estimation. 

My own opinion is that there are two concepts of fundamental 
importance and practical utility in the present context, which I 
will call National Output and Taxable Income. 

I define National Output as the sum of the following items 
(for convenience of illustration I give the actual figures for Great 
Britain in the year ending March 1939 from Appendix I of my 
How to Pay for the War) :— 
£ million 
3,290 current factor-cost of private consumption, excluding both 

indirect taxation and the user and supplementary ? cost 
of making good current depreciation ; 

710 current outlay on buildings, plant, transport and stocks, 
including both new investment and what is required to 
make good current capital depreciation ; 

850 current cost of Government operations, excluding ‘“ trans- 
fer’ payments to pensioners, holders of national debt, 
etc., expenditure out of which is already included in the 
previous items. 





4,850 

Taxable Income,on the other hand, is the aggregate of individual 
incomes,—of what each of us thinks of as his individual income— 
including charities, private institutions, and companies (the 
income of which is reckoned as belonging to the shareholders 
whether or not it is distributed to them), but not including the 
non-tax revenue (trading profits) of the Government. Taxable 

1 Supplementary to my article on ‘‘ The Income and Fiscal Potential of Great 
Britain,” which appeared in the Economic JouRNAL, December 1939, p. 626. 

2 For the precise definition of these terms cf. my General Theory of Employment, 
pp. 52-6. 
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income is larger than national output, since it includes twice over 
those parts of the incomes of individuals (referred to henceforward 
as “‘ transfer ’” incomes), which are transferred to other individuals 
and reckoned by both sets of individuals as part of their incomes, 
such as interest on the National Debt, pensions, unemployment 
relief, etc., but are not in exchange for current services rendered. 
On the other hand, it is convenient to exclude from the concept of 
taxable income such part of national output as accrues to the 
Government as trading profits from services, not provided out of 
taxation, but sold for cash. Thus if “ transfer ’’ incomes amount 
to £500 million and Government trading profits to £50 million, it fol- 
lows that taxable income is £5,300 million—namely national 
output £4,850 million plus transfer incomes £500 million minus 
Government trading profits £50 million. 

These two concepts are reasonably unambiguous. They 
require, of course, underlying definitions of what we mean by a 
man’s output and what we mean by his income; and it is assumed 
that these matters have been settled. They are also useful in 
many contexts, particularly in connection with the problems, 
which arise in war-time, of the resources of the country, physical 
and fiscal. It would avoid much confusion if we could restrict 
ourselves to these two aggregates—National Output (£4,850 
million) and Taxable Income (£5,300 million); also taking ac- 
count in other contexts, of the concept of Gross Income, defined 
in my General Theory of Employment, p. 53, with the help of 
the concept of User Cost, upon which the amount of Effective 
Demand depends. 

Mr. Colin Clark, whose views must be much respected because 
we all owe to him an immeasurable debt within this field, has, 
however, given prominence to a third concept which he calls 
Gross National Income. He is concerned here, not with individual 
incomes in the sense of my Taxable Income, so that “‘ transfer ” 
incomes do not come into the picture, but with National Output 
regarded from another point of view; and he might well have 
called it Gross National Output. It bears a deceptive family 
resemblance to my Gross Income, but differs from it significantly 
in that it does not deduct user cost and adds in indirect taxes. 

It differs from National Output as defined above in two re- 
spects. In the first place, my National Output is measured in 
terms of current cost of output. This is open to the objection 
that prices as ordinarily understood—the prices, that is to say, 
which enter into the usual index numbers—are not equal to cost 
in this sense, but are market prices, and are therefore greater than 
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current cost by (1) an amount equal to the rates and indirect 
taxes which producers and retailers have to pay out and then 
recover from their customers in the market prices they charge, 
and (2) a further amount equal to user cost and any monopoly 
element due to imperfect competition. Mr. Clark seeks to avoid 
this difficulty by adding in (1) the amount of rates and indirect 
taxes and (2) an estimated sum to cover current depreciation, 
before applying the index number of prices. In certain contexts, 
particularly in temporal comparisons of real output and income, 
this may be convenient. But in most contexts I believe that the 
other course is better and (provided that one is careful about the 
appropriate index number of price) less misleading. Mr. Clark’s 
procedure is open to the objection that his Gross National 
Output can be changed merely as a result of a change in the 
character of taxation. If, for example, local rates were to be 
replaced in this country by a local income tax, Mr. Clark’s esti- 
mate of our gross national output would decline by about £200 
million. Or again, if the population were to consume more grain 
in the form of bread, which is now subsidised, and less in the 
form of beer and whisky, which are taxed, gross national output 
would decline. Thus there is a misleading suggestion that taxes, 
provided they are indirect, are part of our national physical 
resources. Experience shows, I think, that this is at least as 
serious a trap as the risk of deflating output in terms of money 
by an inappropriate index number of price. Moreover, Mr. Clark’s 
procedure is not even successful in giving us the market price of 
output. His addition of an amount, somewhat arbitrarily deter- 
mined, to cover current depreciation is not capable of precise 
theoretical determination and is certainly not, in practice, the 
correct amount required to convert factor-cost to market price. 

Let me add, however, that I am on Mr. Clark’s side in the con- 
troversy about this matter, which he and Prof. Bowley have long 
pursued off and on. For Prof. Bowley, unless I have misunder- 
stood him, insists on making precisely the logical mistake from 
which Mr. Clark is endeavouring to protect us. That is to say, 
he refuses to add indirect taxes to the cost of output, and 
nevertheless deflates-money output to obtain real output by 
using an index number of prices which are market prices and 
therefore implicitly include indirect taxes.1 

1 At least this is what Method II in Prof. Bowley’s latest discussion of this 
subject (‘‘The Measurement of Real Income’”’ read before the Manchester 


Statistical Society, November 8, 1939) seems to amount to. If not, then there 
is no real difference between the contestants. 
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But there is a second respect in which Mr. Clark’s Gross 
National Income is misleading, if it is meant to indicate (as some 
current writers seem to be supposing) the potential amount of 
current consumption. For a time at least some resources which 
are being devoted to making good wastage, as well as some 
stocks, could be applied to other purposes without a correspond- 
ing reduction in current consumption. Mr. Clark’s Gross National 
Income (and this, I suppose, is why he calls it Income rather than 
Output) might be supposed to aim at measuring this maximum 
potential flow. For he adds to my National Output the whole of 
the amount of resources devoted to making good wastage, thus 
suggesting that these could be diverted to increase the value of 
consumption beyond the value for which I have taken credit. 
It follows that his Gross National Income equals the current 
factor-cost of consumption and net new investment (exclusive 
of the current cost of making good wastage) plus indirect taxes 
and rates plus twice the current cost of making good wastage 
(once because the last item is included in the market price of 
consumption goods and once because it can be diverted to some 
other purpose). Thus Gross National Income might be, and often 
is, taken to give us the potential rate of current consumption 
and investment measured at market prices. 

But this is gravely misleading. It gives us the potential rate, 
not over an annual or any other substantial period, but only over 
the instantaneous or very brief period in which no replacement 
of wastage is necessary to maintain the current rate of output. 
When, therefore, Mr. Clark proceeds (as he does) to speak of 
an annual gross national income thus defined, he has fallen 
into the pit he has himself dug and is clearly in error. For the 
amount of making good wastage which can be avoided without 
detriment to the rate of output depends on the length of time 
in view. In the “long run” it is zero. Even over a period 
such as a year which Mr. Clark specifies, it will fall far short 
of the whole of the wastage normally made good. Nor can one 
make any precise estimate of the maximum potential rate of 
current consumption and new investment over a period such as 
a year, since it depends on technical considerations and the 
precise character of the plant in use. 

Indeed, I see no practical purpose for which Mr. Clark’s con- 
cept can be useful, except for comparisons of real output by 
means of the usual index numbers over periods between which 
the fiscal system and the character of consumption are un- 
changed. For whilst in the above respect it over-estimates 
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the potential rate of consumption and new investment over an 
annual period, in another respect it under-estimates this rate. 
For it neglects the fact that there is another way, besides failing 
to make good wastage, in which we can for a limited period “ live 
on capital’’—namely, by using up stocks of materials and 
working capital, which is quite a separate thing from failing to 
keep instrumental capital in good repair. Indeed, not only is 
Mr. Clark’s total unreliable over a long period, but over a short 
period it is much smaller and also harder to come by than the gain 
from running down stocks of liquid and working capital. 

It is quite true that in considering war potential we must 
make due allowance for the extent to which over a period 
we can “live on capital.” But if Mr. Clark’s Gross National 
Output pretends to provide a serviceable clue to this, it is an 
impostor. 

One other consideration we must not omit from the discus- 
sion. All estimates of national resources must be to some extent 
misleading (and always in the direction of over-statement) when 
we contemplate diverting them from one use to another, for the 
reason that their specific character is likely to lead to a loss on 
such diversion. This point, which deserves the strongest possible 
emphasis in relation to current discussions of War Potential, is 
true of my National Output as well as of Mr. Clark’s Gross National 
Income. But his concept is, I think, the more misleading of the 
two in this respect, when we are contemplating a diversion not 
merely of resources devoted to making good current wastage, 
but of consumption itself—as is the case in time of war. For if 
his concept is taken as a measure of divertible resources—.e. of 
resources applicable to a different kind of output—he is assuming 
that there is no loss, on account of the specific character of 
resources, in the case of durable capital as well as of labour; 
whereas if my concept is used for a similar purpose, it involves 
a more limited assumption of the same kind. He even has to 
assume that rates and indirect taxes are non-specific and apply 
to all articles equally. For if we economise on a given item of 
consumption, he assumes that we release resources equal to its 
market value plus the cost of making good current wastage, whilst 
I only assume that we release resources equal to its factor-cost 
of output plus the current outlay on making good current wastage 
—a difference which steadiy increases with the length of the 
period. Loss on diversion through the specific character of labour 
has, in any case, to be treated on different lines. For if labour is 
remunerated in its new employment at the same rate as in its 
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old, the loss through its diversion appears on the other side of 
the balance sheet in the higher cost of the new output. (That 
is, if we value output on the assumption that the money-wage is 
constant irrespective of loss of efficiency through diversion; for 
we cannot assume both money-wages and prices as constant if 
such loss of efficiency occurs. I did this implicitly in my pre- 
vious article, when I measured the amount of the potential 
increase in output by the number of additional man-hours which 
might be worked; and I take this opportunity to make the point 
clear.) 

For these various reasons Mr. Clark’s Gross National Income 
seems to me to lead us into water which is unnecessarily deep. 
At any rate, I was myself misled by it when in the article pub- 
lished in the Economic JourRNAL, December 1939 (p. 627), I gave 
a figure of £5,700 for taxable income, not then realising that Mr. 
Clark’s Gross National Income included the cost of current depre- 
ciation, in effect, twice over.! 

J. M. Keynes 


1 The full reconciliation between my Economic JourNatL figure of £5,700 
million and the figure of £5,300 given above is as follows: deduct £380 million 
for depreciation on private investments included twice in Mr. Clark’s figure 
(total current depreciation £420 million less £40 million upkeep of roads by the 
Government not included twice), £50 million for Government trading profits 
previously included in private profits, and £30 million due to a revised estimate 
of the Government deficit. 
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THE CONCEPT OF CONSUMERS’ SOVEREIGNTY 


1. Proressor L. M. Fraser’s note criticising what he calls 
the Doctrine of Conswmers’ Sovereignty exposes some serious 
misconceptions to which my discussion of the concept has appar- 
ently given rise. Dr. Benham’s use of the same notion is also 
criticised, but it is my own development of it, in Economists and 
the Public,: which has proved most misleading. So fundamental 
does the concept appear to be, however, that I regard the present 
article as much more than a mere reply to criticisms. In briefly 
denying certain supposed implications of the idea, and in explain- 
ing its real implications, I feel that I may help to clarify issues 
the obscurities of which are indirectly the source of a huge 
amount of controversy. 

2. I borrowed or coined the term ? consumers’ sovereignty in 
order to describe appropriately a fundamental notion which I 
felt was implicit, but seldom clearly stated, in applied economic 
writings in the orthodox tradition. And in endeavouring to point 
out its full meaning, I was not aware that any particular doctrine 
was implied by the notion. The use to which I personally have 
tried to put it may perhaps be said to have resulted in a doctrine ; 
but as a concept it simply refers to the controlling power exercised 
by free individuals, in choosing between ends, over the custodians 
of the community’s resources, when the resources by which those 
ends can be served are scarce. Surely an idea as important as this 
should be carefully defined and named. The term ‘“ consumers’ 
sovereignty ’’ attempts to describe a particular content of 
* demand in general ’’; and it does so, moreover, in terms which 
are as appropriate for political science as for economic science.? 

1 Especially in Chapters XV to XIX. 

2 I am not sure whether I coined the term myself. Marketing literature 
contains phrases like ‘‘ the customer is always right,’”’ and I am told that a 
proverbial expression in High Dutch is ‘‘ De klant is koning’’ (the customer is 
king). I first used the term in its present sense in an unpublished article which I 
circulated in 1931. It first appeared in print, I believe, in an article which I 
published in March 1934. In 1935 Dr. W. Répke used the phrase ‘* democracy of 
the consumers ”’ (Zconomica, 1935, p. 93); and in the same year Professor F. A. 


Hayek used the phrase ‘‘ sovereignty of the consumer ”’ in a section heading in 
Collectivist Economic Planning. Since then the term seems to have been fairly 
widely employed. 

3 Professor Fraser does not mention that electors’ sovereignty is subsidiary 
and complementary to consumers’ sovereignty in my treatment. For the guidance 
of those who have not read my book, it should be explained at this stage that I 
conceive of the choice between ends for which the means are scarce as being 
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All effective choice between ends of this nature by free individuals 
is a manifestation of consumers’ sovereignty; just as choice 
between means is, under my terminology, a manifestation of 
producers’ discretion. That my exposition has been far from clear 
on this point is, however, obvious; for I fail to recognise my own 
ideas in my critic’s re-statement of them. 

3. It seems to me that one basic misunderstanding is mainly 
responsible for all Professor Fraser’s criticisms. He says that 
the “doctrine of consumers’ sovereignty implies, perhaps even 
entails, that preferences on the side of demand are fundamentally 
and in principle more important than those on the side of supply.” 
But all I have done is to make the concept correspond with the 
distinction between ends and means. As I have used the term, 
it covers the expression of all human preferences in respect of ends, 
in so far as those ends are confronted with scarce means. When 
ends are being sought, we are concerned with demand; when means 
are being chosen, we are concerned with an aspect of supply— 
entrepreneurship. 

4. Professor Fraser says, however, that I “seek to preserve 
that doctrine from attack ” by arguing that “ in so far as individual 
labourers (or property owners) decide not to produce, preferring 
leisure and/or the enjoyment of their own resources to receiving a 
money income, they are to be regarded as contracting out of 
the productive process.” Certainly, I described an individual 
demanding leisure as “ purchasing the right to withhold valuable 
services.” 1 But my object was not to barricade a weak position. 
On the contrary, I was trying to show the logical completeness of 
the concept. I went on to say specifically that for this reason we 
cannot refer to producers’ discretion as producers’ sovereignty ; 
and I added that when a person “ ignores society’s demands . . . 
in the disposal of his own powers and property . . . the producer 
and consumer aspects of the individuals are merged in him.” 2 
This does not involve any “startling neglect,” as Professor 
Fraser describes it, ‘‘ of the producers’ side of the picture.” 
Every owner of resources (including his own physical powers) 
may be regarded as bidding, with the rest of the consumers, 
for the services of his own resources. We may regard him as 
normally offering part of those services for exchange, acccrding to 





appropriately expressible (under democratic institutions) in the case of collective 
wants through electors’ sovereignty. Real controversies, it seems, must centre 
round the problem of which wants are actually ‘‘ collective”? in nature. I return 
to this point in paragraph 14, 


1 Economists and the Public, p. 263. 2 Ibid., p. 263. 
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actual or anticipated bidding as a whole. He is, so to speak, 
outbid for such services by other consumers.! It is clear, then, 
that what he offers for exchange forms part of market supply; 
i.e., it must be regarded as that part of all supply which actually 
enters into co-operation through exchange. Similarly, what he 
offers is the source of market demand. But the recognition of this 
familiar truth strengthens rather than weakens the importance 
of perceiving the basic duality of the individual—namely, his 
consumer and producer (sovereign and subject) aspects. The 
“ producer’s ”’ offer of services for exchange is, of course, seldom a 
passive response to bidding. He is normally an entrepreneur, 
seeking to obtain the most productive utilisation of his resources. 
This involves discretion, judgment and decisions in respect of 
means. And when exercising such discretion as producer, his 
ends are given; they are defined by a certain demand complex 
(the criterion of what is ‘‘ productive’); and this complex may or 
may not be consumers’ sovereignty, in complete or incomplete 
expression. 

5. Supply factors in their entirety (i.e., including non-market 
supply) are firstly, a question of the bountifulness or niggardliness 
of Nature; and secondly, they are a result of producers’ discretion 
in the interpretation and anticipation of consumers’ will.* And 
that discretion, which is concerned with choice of means, must not 
be confused with a preference, which is concerned with choice of 
ends. Hence, in so far as individuals whom popular language 
would describe as producers are in fact choosing between ends, 
they are consumers in the most general sense of the term; and 
in so far as a particular means happens to be an end in itself, the 
producer and consumer aspects of individuals are merged.* 

6. Allied to his objection which arises from my failure to make 
this sufficiently clear, Professor Fraser puts forward what seems 





1 The distinction between the individual’s bidding for the services of his own 
resources, and his withholding of capacity with a view to contriving scarcities, is 
dealt with in paragraph 15. The distinction between ‘‘ withheld stocks ’’ and 
‘* withheld capacity ’’ is dealt with in the present writer’s Theory of Idle Resources, 
pp. 69-70 and p. 173 (footnote). 

2 The notion of complete and incomplete expression of consumers’ sovereignty 
is dealt with in paragraphs 17 and 18. 

* The more ‘‘ roundabout ’’ the productive process, the more important is the 
element of anticipation. Consumers’ sovereignty is only directly exercised when 
an order for a good is given before its production has commenced. 

4 It is true that the expression of preference for one end may lead to a response 
which adds to the supply of things which satisfy another end. That the response 
to the demand for mutton involves a larger response to the demand for wool is & 
commonplace of first-year teaching. But nothing which could be called 6 
‘* producers’ preference ”’ is involved in such a case. 
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to me to be a quite separate criticism. He says: “Since for 
almost everybody the ability to consume depends on the willing- 
ness to supply labour or property for productive purposes, the 
ultimate power—i.e., the ‘sovereignty "—rests not with con- 
sumers as such, but with the men and women who are potentially 
consumers and producers, and who can decide (within the limits 
imposed by technical, institutional and other factors) whether to 
be both or to be neither.”’ That all owners of property have the 
power to withhold their personal services and the services of their 
resources is obvious. I deal in detail with some of the implications 
of this power in paragraph 15. But because an individual’s 
voting power in respect of those ends which are sought through 
exchange depends ultimately upon the value of the exchanged 
services of his resources, that is no reason why it ceases to be 
helpful to regard his demand from the produce of all (including his 
own) as an expression of his consumer aspect. Nor, as I have 
shown, does the fact that an individual may refuse to co-operate 
through exchange (by ceasing to demand from the produce of 
others, or by ceasing to produce for the market) in any way 
render these concepts inappropriate. 

7. So badly astray has my exposition led Professor Fraser 
(and probably many others) on this issue, however, that he 
perceives the most appalling consequences following from the 
acceptance of consumers’ sovereignty as a norm. “If Professor 
Hutt were to be taken at his word,” he says, “we should have to 
believe that the only test of the desirability of a given flow of 
production is the utility to consumers of the products it yielded— 
that the sacrifices and discomforts of the producers (or, for that 
matter, the happiness and satisfactions they derive from their 
work) are of no relevance whatever from the point of view of total 
welfare.”’ He adds that he cannot believe that I really mean this. 
I assure him that I do not. I am afraid that I treated as self- 
evident the fact that in so far as the conditions of health and 
happiness in work are costly (i.e., to the extent to which they 
involve scarcity), they are products. And I thought it hardly 
worth while specifically stressing what we all know—namely, 
that they are products for which individuals do express a pre- 
ference.1_ Perhaps I can illustrate my position most clearly by 
explaining that I have so generalised the notion of the consumer 

1 I believed, in other words, that my case was obviously that, given the 
technical knowledge aud resources at the disposal of mankind, ‘‘ healthy, attrac- 


tive and psychologically satisfying ’’ conditions of work are attainable under 
effective consumers’ sovereignty if they are really wanted more than other 


things. 
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that even time-preference and liquidity-preference are, in my 
present approach, regarded as forms of consumer-preference, 
What we call “ consumption ”’ has, I maintain, equal relevance to 
all things which have scarcity. 

8. But my discussion of consumers’ sovereignty as a norm 
has, I must admit, failed to communicate my meaning in even more 
fundamental respects. Professor Fraser again believes that I have 
ignored many of the issues which I thought I had specifically 
broughtin. ‘‘ Consumption is,” he says, “no more than the means 
to a further end—an end which, for lack of a better name, we may 
call the ‘ good life ’.”” Now I, also, have tried to show its limita- 
tions as a standard. I have repeatedly denied that “ because an 
event is a response to consumers’ sovereignty it represents a 
solution of the social problem which maximises some good derived 
from ethical, aesthetic or other metaphysical considerations.” } 
What I have endeavoured to prove is that ‘“ the solution of the 
problem of value through the expression of consumers’ sovereignty 
is one which, rationally considered, accords with our ideas of 
justice. It is impersonal and, within the limits allowed by 
inequalities of income, an impartial force. Given those in- 
equalities, the controlling power of value is the most effective 
means of securing the satisfaction of those strivings (for material 
or non-material ends, good or bad) that are in fact manifested by 
society.” ? 

9. It is a little disheartening that, after my reiterated asser- 
tions that “we can say nothing about the goodness of social 
preferences,” * critics should, by implication, attribute the 
opposite opinion to me. Thus, Professor Fraser insists that 
the consumers’ sovereignty concept must not be used “as an 
excuse for ignoring the de facto influence of producers’ propaganda 
upon consumers’ preferences.’’ That is the very point which I 
endeavoured to make clear in discussing the grounds for the 
restraint of advertising which encourages deleterious tastes.‘ 
My chapters entitled ‘‘ Educative Restraints of Freedom of 
Choice ” and ‘“‘ Taste and Tolerance ” are an attempt to deal with 
this whole question. I find it impossible to summarise their 
argument; but the spirit of my conclusions on this topic is con- 
tained in these phrases : ‘‘ The sheet anchor of freedom is diffusion, 
not concentration of power. The discrimination of error and truth 
must rest ultimately upon the discernment of society itself.” ® 
The ideal is a system which “ enables the right and the wrong, the 


1 Economists and the Public, p. 267. 2 Ibid., p. 268. 
3 Ibid., p. 296. 4 Ibid., p. 275. 5 Ibid., p. 346. 
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ugly and the beautiful, to compete before the audience of the 
community and so add to the sum of social experience.” 1 
10. Professor Fraser’s final point is really twofold. He 
objects firstly that the term consumers’ sovereignty is “ meta- 
phorical and emotive language.” Iam so conscious of, and have 
endeavoured so sincerely to avoid the insidious influence of 
emotive terms (indeed, I devote several pages to attacking them),? 
that I must say at once that I should be glad to substitute any 
more appropriate name for the concept. But can my critic 
suggest one? My use of the parallel term electors’ sovereignty is, I 
have realised subsequently, not ideal; for I have treated it as both 
subsidiary to, and (in the demand for consumers’ collective require- 
ments) as the essential alternative to consumers’ sovereignty. 
But there may be those who are prepared to argue that there is a 
collective aspect to all human requirements, and hence that my 
use of the term invalidly suggests that collective requirements 
must be regarded as exceptions. Because of such objections, it 
might be better to drop the term electors’ sovereignty altogether 
and refer instead, in discussions of applied economics, to the 
private, the market, and the election expressions of consumers’ 
sovereignty under demucratic institutions. Privately, the in- 
dividual uses his own resources in satisfying his preferences; 
through the market, he expresses his preferences through the act 
of purchasing or bidding; through elections, he endeavours to 
delegate his preferences. 

11. The name of the term is, as I have suggested, less im- 
portant than its connotation. Nevertheless, the name still seems 
to me to be both objective and vivid. It does describe most 
accurately the crucial relationship of the individual to society in 
respect of the ends of striving. As “ consumption ’’ means the 
“realisation of ends served by scarce means,” “ consumers’ 
sovereignty ’ conforms to Mill’s principle for nomenclature— 
namely, that “the aids of derivation and analogy should be 
employed to keep alive a consciousness of all that is implied.” 
Of course, the most neutral and calmly selected term may, in fact, 
be emotive to one who deeply dislikes the implications of the idea 
it describes. But that is no reason for choosing a name which 
less effectively communicates the nature of a concept. My 
present opinion is that the vividness of the notion of consumers’ 
sovereignty, quite apart from its appropriate name, has forced into 
consideration an enormously important aspect of social relations, 
an aspect which has been for so long unconsciously ignored that 
1 Economists and the Public, p. 347. 2 Ibid., pp. 91-4. 
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its mere statement produces resistance. Whole systems of 
thought and ideologies (in political science and economics), in the 
structure of which it has no part, have developed ; and its relevance 
to them cannot be easily denied. May it not be the real power of 
the concept itself and not the spurious power of a question-begging 
name which is the origin of any emotive associations of the term ? 

12. I admit also that the term “sovereignty ”’ itself suffers 
from the connotations which it has acquired in political science. 
As “State sovereignty,” the term has traditionally begged the 
question of the sanctions for the authority of the State over its 
citizens. But “ consumers’ sovereignty ” is, I submit, not open 
to the same objections; for it envisages all individuals in their 
relationship to scarce things; and its sanctions are derived from 
those for liberty.? 

13. Allied to his objection to the name of the concept, Pro- 
fessor Fraser has a second objection. He feels that “‘ the unwary 
reader will receive the impression that it is only under the institu- 
tions of free enterprise and private property in the means of 
production that consumers can have any influence in determining 
what goods shall be available for consumption.” ‘‘ In the interests 
of objectivity,’ he says, “it is surely highly undesirable to 
introduce a political element, so dubious and controversial in 
nature, into what purports to be a contribution to pure economic 
analysis.” Now, I myself have certainly argued that “ com- 
petitive institutions ’ enable the fullest realisation of consumers’ 
sovereignty. And by “ competitive institutions ”’ I have, in fact, 
envisaged what is called “‘ private property ”’ as the best means by 
which society can entrust the custody and utilisation of productive 
resources to decision-makers. I have thought of producers’ 
discretion as limited by the consumers’ right of substitution, and 
hence of that discretion being forced into the service of the social 
will. I have suggested also that social security, equality and 
plenty can be secured by the reform of institutions with a view to 
bringing about more effective substitution in the obvious form of 
competition, or in the less obvious forms brought about under 
different types of conceivable anti-monopoly control. But I did 
not expect Economists and the Public to convince many people 
that consumers’ sovereignty can be best served in this way. I 
can well understand, therefore, the initial disagreement with my 
thesis of less revolutionary thinkers like Professor Fraser. Even if 
they accept my ideal, they may object to the institutions I re- 
commend. I can understand with sympathy the existence of a 

1 See Economists and the Public, Ch. XV, ‘‘ The Conception of Liberty.” 
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considerable divergence of opinon about the form of society 
required for the achievement of this ideal. What I cannot under- 
stand is the view that the consumers’ sovereignty notion as such 
must bring some inevitable bias with it. 

14, Other students may perhaps hold that the consumers’ right 
of substitution is not an essential requirement for the limitation 
of producers’ discretion in the interests of consumers’ sovereignty. 
They may hold that elected delegates, or benevolent dictators, 
may be more safely entrusted with the efficient disposal of physical 
and human resources; although whether a benevolent dictator’s 
will can be usefully regarded as expressing his subjects’ true pre- 
ferences is, to say the least, dubious. Or, more frequently, 
students might differ over the relative spheres to be entrusted 
to what I have previously called “electors’ sovereignty” 1 and 
“ consumers’ sovereignty ’—i.c., the appropriate fields for the 
right of substitution in two different forms. There is no obvious 
reason why the use of these concepts should bring any extra- 
logical element into a scientific discussion. The data with which 
we are concerned in studies of the province of the State involve 
social psychology and the nature of political behaviour in par- 
ticular; the economic issues involved appear to be those developed 
by de Marco; and the tentative conclusions sketched in my book 
may well be changed after further study and discussion. I am 
afraid that, in expounding the grounds for my conviction that 
many of the contemporary functions of government are largely 
unjustifiable in the light of my ideal, I did not sufficiently stress 
the fact that my practical conclusions were not simply implied by 
my principal concepts. 

15. But I still think that the power of substitution, if not 
the type of institutions (anti-monopoly control) which I have 
envisaged, is indirectly implied as the means to the attainment of 
consumers’ sovereignty. For I have to face the difficulty that, 
without introducing this notion of the power of substitution, I 
cannot distinguish between (1) the ‘“ withholding of capacity ” 
(which involves the frustration of consumers’ sovereignty), and 
(2) the consumption by an individual of satisfactions from his own 
property. Consider the case in which the owner of a mineral- 
water spring is allowing part of the flow to run to waste, as a 
means of maximising the value of his contribution to the supply of 
wanted things (and so the value of his power to demand from the 


1 I state in this connection that ‘‘ electors’ sovereignty and consumers’ 
sovereignty under democratic institutions are complementary. The individual’s 
autonomy is expressed within the limits imposed by both. They cannot be con- 
sidered apart.”” Economists and the Public, p. 311. 




















74 THE ECONOMIC JOURNAL [MARCH 


product of others). He may plead that he is purchasing and 
* consuming ” the withheld flow because, for instance, it provides 
his estate with a beautiful cascade. If the institutions of property 
happen to allow him that discretion, no one can prove that his 
plea is false. His personal valuations are a purely subjective 
matter. Now, this power to withhold capacity is possessed by all 
natural monopolists ; } and all producers (whether individuals or 
firms) have some measure of natural monopoly. The fact that 
this diffused power to withhold capacity is not commonly regarded 
as a problem is simply due to the realisation that, in the case of an 
individual’s personal powers, and in the case of small producers, 
the possibility of abuse is small. The power to withhold which 
exists when property institutions permit collusion gives rise to 
exactly the same dilemma. It is true that it is usually regarded 
as obvious that consumers’ will is frustrated by, say, cartels; 
but those in a cartel could also argue (and they could not be 
disproved) that they are realising thereby some collective end, 
other than that of maximising the exchange value of their product 
(and hence their power to demand from others). For this reason, 
it may appear at first that the recognition of the right of private 
preference excludes any questioning of the right to withhold 
capacity. But this is not so. The proof is as follows. Under 
different dispersions of ownership, it will obviously be profitable 
for an individual as consumer, with a given income, to exercise 
different preferences. For instance, if the individual we have 
just considered had to obtain water for his cascade from some 
other source, he might not demand it for this purpose. Thus, if 
the State hired the spring from him at a rent equal to his present 
charge for the water multiplied by its output, he might not himself 
bid for any part of its flow. Indeed, he might not be prepared 
to purchase any of the water, even at rates very much lower than 
that at which he at present sells it. As this situation is possible, it 
follows that the real motive for his refusing to sell part of the 
fiow may not be the satisfaction of preferences from the services 
of his own resources, but the maximising of his power to satisfy 
preferences from what others have to offer; and this means 
the contrivance of scarcity and the frustration of consumers’ 
sovereignty. Are we not therefore driven to the conclusion that 
consumers are free, and that consumers’ sovereignty is realisable, 
only to the extent to which the power of substitution exists? If 


1 A monopoly is ‘‘ natural ’’ when it does not depend upon any amalgamation 
of interests through the purchase of competing resources or any other form of 
contractual or tacit collusion. 
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this conclusion is right, it implies that the institutions of property 
must be fashioned with the facilitation of substitution in view. 
It means that things shall be so arranged that the resources owned 
by any one individual shall be small in relation to competing 
resources, and that collusion shall not be permitted. It implies 
that whilst each individual shall be allowed the right to withhold 
his own personal services (as, for example, in response to his 
demand for leisure) because his possible supply to the whole fund 
of such services is small, he shall not be accorded unlimited rights 
in respect of the utilisation of any natural or produced resources 
owned by him, unless they form but a small proportion of com- 
peting resources at the community’s disposal. 

16. I can understand some critics saying that, in enunciating 
this thesis, I have demolished rather than established the case for 
private property as we know it. But I have simply used the term 
“ property ” to describe a “‘ method of selecting, motivating and 
remunerating the functionaries who actually direct a social- 
economic organisation ’’;1 and it is a method which may take 
many forms. If property is to serve the end of consumers’ 
sovereignty, it must simply confer the right to interpret and obey 
the community’s very complex wishes and must no/ include the 
right to disobey.” 

17. The fact that, as a norm, the term seems to have an extra- 
economic connotation, may also leave the impression that it has 
an emotive significance. As another friendly critic remarked to 
me, ‘‘ You would not think of defending a demand schedule or an 
indifference curve as an ideal.” And if economics was concerned 
solely with issues in which market demand and market supply 
could be taken as given, there would have been no need for my 
efforts to fill an important gap. But the terminology of our 
science covers concepts like “ output ” and “ productivity,” and 
when these terms have any economic significance (as opposed to 
accounting or technical significance), they are unconsciously 
based upon the acceptance of standards which are themselves 
extra-economic. Sometimes the word “ productivity ” is used 
in contexts in which it appears to mean nothing more than the flow 
of physical things; but more often it has an obvious economic 
significance. In such cases, it seems to me, the tacit criterion of 
productivity is nearly always preferences expressed through market 
demand in general, i.e., preferences weighted by the value of what 
is offered in the process of exchange after all withholdings of 


1 F. H. Knight, Ethics of Competition, p. 311. 
2 Economists and the Public, p. 261. 
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capacity. Now, further withholdings or releases of capacity will 
change not only the response to an existing market demand in 
general, but also the criterion of productivity itself, i.e., market 
demand in general in the future. And every redistribution of 
income has a similar effect. Hence, the usual tacit standard of 
productivity and output, although it enables us to distinguish 
products and services from valueless things and efforts, is a 
standard which is based on the acceptance of a momentary flow 
and distribution of power to demand. Otherwise, it involves 
exactly the consumers’ sovereignty notion; and it must be subject 
to exactly the same objections as this notion. Indeed, it is con- 
sumers’ sovereignty in an incomplete expression. The importance 
of the notion of its complete expression is that it constantly 
reminds us of the limitations of the usual tacit test of productivity, 
which is valid only at any moment. We are reminded that under 
different arrangements influencing the power to withhold capacity, 
market demand in general finds a different expression. And 
consumers’ sovereignty in its complete expression describes a 
theoretically conceivable situation in which the power to withhold 
capacity is absent. 

18. The incomplete expression of consumers’ sovereignty is 
always faced with an incomplete response to that expression. 
There are always obvious withholdings of capacity. Hence, there 
is always some pressure, in the form of an urge to effect substitu- 
tion, tending to break down the withholding which makes the 
response incomplete. But each release of capacity involving a 
fuller response to market demand means that a new market 
demand, involving a fuller expression of consumers’ sovereignty, is 
in process of formation. Ultimately, one can imagine its complete 
expression and a complete response to it. It is the securing of a 
fuller response which leads to the fuller expression of consumers’ 
sovereignty. Each release of capacity means, in other words, an 
increase in the effectiveness of the immediate expression of 
preferences and a change in the future expression of preferences. 

19. Of course, there will be critics who are prepared to deny 
that the preferences of income receivers ought to be the basis of 
any test of productivity. Those who think this are, however, 
under an obligation to explain and justify their own test. A 
dictator’s preferences exercised in the interests of a trusting but 
irresponsible proletariat, or frankly exercised for the attainment of 
higher ends than the mere whims of the masses, could well be 
substituted. But to say that consumers’ wishes ought to receive 
some free expression is not to define any clear principle. And I 
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cannot see that Professor Fraser has indicated a field in which he 
thinks consumers’ supremacy is appropriate. My own qualifica- 
tions of consumers’ sovereignty as a norm by the admission of 
educative restraints,! restraints in defence of the distributive 
scheme,’ and restraints on inheritance ° are, I believe, quite definite 
and, properly understood, of far-reaching importance. They are 
based upon sociological considerations—the nature of men in 
society, as we observe them. The practicability of the norm which 
I have proposed can only be realised if such qualifications are most 
carefully considered. 

20. In conclusion, I must claim that the concept of con- 
sumers’ sovereignty has the perfect precision of complete generali- 
sation. As the most all-embracing view of consumption is that 
of the realisation of ends served by scarce means, so consumers’ 
sovereignty is appropriately defined as “ the free and effective 
expression of all human preferences in respect of ends which are 
confronted with scarce means.” The word “ effective” covers 
the controlling power over the custodians of society’s resources. 
If accepted as a norm, the expression of consumers’ sovereignty 
at any time becomes also the criterion of “ productivity ” or 
“output.” Its name is apposite and neutral; it begs no question ; 
and it seems, indeed, to be an essential notion for realistic studies 


in applied economics. 
W. H. Horr 
University of Cape Town. 


1 Economists and the Public, Ch. XVII. 

2 Ibid., Ch. XXI. 3 Ibid., Ch. XX. 

4 State activity in the provision of the community’s “‘ collective ’’ requirements 
does not involve any qualification of the consumers’ sovereignty norm. 











A MODEL OF THE TRADE CYCLE 


1. Tue following pages do not attempt to put forward any 
“new ” theory of the Trade Cycle. The theory here presented 
is essentially similar to all those theories which explain the Trade 
Cycle as a result of the combined operation of the so-called 
‘“‘ multiplier’ and the investment demand function as, e.g., the 
theories put forward in recent years by Mr. Harrod and Mr. 
Kalecki.! The purpose of the present paper is to show, by 
means of a simple diagrammatic apparatus, what are the necessary 
and sufficient assumptions under which the combined operation 
of these two forces inevitably gives rise to a cycle. 

2. The basic principle underlying all these theories may be 
sought in the proposition—a proposition that is really derived 
from Mr. Keynes’ General Theory, although not stated there in 
this form—that economic activity always tends towards a level 
where Savings and Investment are equal. Here the terms 
Savings and Investment are used, of course, in a sense different 
from the one according to which they are always and necessarily 
equal—in the ex-ante, and not the ex-post sense. Investment 
ex-ante is the value of the designed increments of stocks of all 
kinds (i.e., the value of the net addition to stocks plus the value 
of the aggregate output of fixed equipment), which differs from 
Investment ex-post by the value of the undesigned accretion (or 
decumulation) of stocks. Savings ex-ante is the amount people 
intend to save—i.e., the amount they actually would save if they 
correctly forecast their incomes. Hence ex-ante and ex-post 
Saving can differ only in so far as there is an unexpected change 
in the amount of income earned. 

If ex-ante Investment exceeds ex-ante Saving, either ex-post 
Investment will fall short of ex-ante Investment, or ex-post Saving 
will exceed ex-ante Saving; and both these discrepancies will 
induce an expansion in the level of activity. If ex-ante Invest- 
ment falls short of ex-ante Saving either ex-post Investment will 
exceed ex-ante Investment, or ex-post Saving will fall short of 
ex-ante Saving, and both these discrepancies will induce a con- 
traction. This must be so, because a reduction in ex-post Saving 
as compared with ex-ante Saving will make consumers spend less 
on consumers’ goods, an excess of ex-post Investment over ex-ante 


1 Harrod, The Trade Cycle; Kalecki, ‘‘ A Theory of the Business Cycle,” 
Review of Economic Studies, February 1937, reprinted in Essays in Theory of 
Economic Fluctuations. 
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Investment (implying as it does the accretion of unwanted stocks) 
will cause entrepreneurs to spend less on entrepreneurial goods; 
while the total of activity is always determined by the sum of 
consumers’ expenditures and entrepreneurs’ expenditures. Thus 
a discrepancy between ex-ante Saving and ex-ante Investment 
must induce a change in the level of activity which proceeds until 
the discrepancy is removed. 

3. The magnitudes of both ex-ante Saving and ex-ante Invest- 
ment are themselves functions of the level of activity, and both 
vary positively with the level of activity. Thus if we denote the 
level of activity (measured in terms of employment) by 2, both 
S and J (ex-ante Savings and Investment) will be single-valued 
functions of x1 and both = and a will be positive. The first 
of these expresses the basic principle of the “ multiplier” (that 
the marginal propensity to consume is less than unity),? and the 
second denotes the assumption that the demand for capital goods 
will be greater the greater the level of production.’ 

If we regard the S(x) and J(x) functions as linear, as in the 
absence of further information one is inclined to do, we have two 
possibilities :— ; 


(i) a exceeds = , in which case, as shown by Fig. 1,‘ there 


‘ 


can be only a single position of unstable equilibrium, since above 


1 § and IJ are, of course, both functions of the rate of interest in addition to 
the level of activity. But the rate of interest, at any rate in the first approxima- 
tion, could itself be regarded as a single valued function of the level of activity, 
and thus its influence incorporated in the S(x) and J(x) functions. (It is not 
necessary to assume, in order that a should be positive, that the rates of interest 
—short and long term—are constant. We can allow for some variation as the 
rates of interest, to be associated with a change in investment and incomes, pro- 
vided this variation is not large enough to prevent the change in incomes al- 
together. All that we are excluding here is a banking policy which so regulates 
interest rates as to keep the level of incomes constant.) 


= is, of course, the reciprocal of Mr. Keynes’ investment multiplier, which 


dx 
dC ds 
where > 1-—- — 


is defined as “A dz’ 





1 
F-4 
ar 

% This assumption should not be confused with the “ acceleration principle ”’ 
(of Prof. J. M. Clark and others), which asserts that the demand for capital goods 
is a function of the rate of change of the level of activity, and not of the level of 
activity itself. The theory put forward below is thus not based on this “‘ accelera- 
tion principle” (the general validity of which is questionable), but on a much 
simpler assumption—i.e., that an increase in the current level of profits increases 
investment demand. 

* In Fig. 1, as in all subsequent diagrams, the level of activity is measured 
along Oz and the corresponding value of ex-ante Investment and Saving along Oy. 
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the equilibrium point J>S, and thus activity tends to expand, 
below it S>J, and hence it tends to contract. If the S and J 
functions were of this character, the economic system would 
always be rushing either towards a state of hyper-inflation with 
full employment, or towards a state of complete collapse with 
zero employment, with no resting-place in between. Since 
recorded experience does not bear out such dangerous instabilities, 
this possibility can be dismissed. 


Y | 


ae 
1 
oO xX 


Fie. 1. 








(ii) = exceeds = in which case, as shown in Fig. 2, there 


will be a single position of stable equilibrium. (This, I believe, 
is the assumption implied in Mr. Keynes’ theory of employment.) 
If the economic system were of this nature, any disturbance, 
originating either on the investment side or on the savings side, 


Ss 





s 


fe) x 
Fia, 2. 





would be followed by the re-establishment of a new equilibrium, 
with a stable level of activity.1_ Hence this assumption fails in the 
opposite direction : it assumes more stability than the real world 
appears, in fact, to possess. Also, if there is any justification in 


the contention of the “ accelerationists,” the possibility of = 


1 Except in so far as the existence of time-lags of adjustment might prevent, 
on certain assumptions, the new equilibrium from being reached. Cf. Appendix 
below, 
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being greater than oh at any rate for certain values of x, cannot 


be excluded. For - could be many times greater than dx, while 


= can never be more than a fraction of dz. 

4. Since thus neither of these two assumptions can be justified, 
we are left with the conclusion that the J(x) and S(x) functions 
cannot both be linear, at any rate over the entire range. And, in 
fact, on closer examination, there are good reasons for supposing 
that neither of them is linear. 

(a) In the case of the investment function it is probable that 
. will be small, both for low and for high levels of x, relatively 
to its “normal” level. It will be small for low levels of activity 


Y 








oO 
Fie. 3. x 


because when there is a great deal of surplus capacity, an increase 
in activity will not induce entrepreneurs to undertake additional 
construction : the rise in profits will not stimulate investment. 
(At the same time, the level of investment will not be zero, for 
there is always some investment undertaken for long-period 
development purposes which is independent of current activity.) 
But it will also be small for unusually high levels of activity, 
because rising costs of construction, increasing costs and increasing 
difficulty of borrowing will dissuade entrepreneurs from expand- 
ing still faster—at a time when they already have large commit- 


‘ 


. dI ‘ 
ments. Hence, given some “normal” value of dx’ appropriate 


for ‘normal ” levels of activity, the Z(x) function will deviate 
from linearity in the manner suggested in Fig. 3. 

(6) In the case of the savings function, the situation appears 
to be exactly the other way round : = is likely to be relatively 
large, both for low and high levels of activity, as compared with 


its normal level. When incomes are unusually low, savings are cut 
No. 197.—vVOL. L. G 











82 THE ECONOMIC JOURNAL [MARCH 


drastically, and below a certain level of income they will be 
negative. When incomes are unusually high, people are likely to 
save not only a higher amount, but also a larger proportion of 
their income.! These tendencies, for society as a whole, are 
likely to be reinforced by the fact that when activity is at a low 
level, an increasing proportion of workers’ earnings are paid out 
of capital funds (in the form of unemployment benefits); while 
when activity is at a high level, prices will tend to rise relatively 
to wages, there will be a shift in the distribution of incomes in 
favour of profits, and thus an increase in the aggregate propensity 
to save. Hence = will deviate from its normal level in the 


manner suggested in Fig. 4. 


i J Ss 








Oo xX 
Fia. 4. 

In what follows it will be assumed that the two functions 
conform to these criteria. But, as the reader will note, our 
analysis would remain valid even if only one of the two functions 
behaved in the manner suggested, while the other was linear. 

5. Given these assumptions about the behaviour of the savings 
and investment functions, and assuming further that the normal 


value of oa is greater than the normal value of A the situation 


dx 
will be one of multiple equilibria, as shown in Fig. 5. A and B 
(in the diagram) are both stable positions, for at points below 
A or B, I>S, hence activity tends to expand ; above it S>TJ, hence 
activity tends to contract. C is an unstable position in both 
directions, and hence not a possible position of equilibrium. The 
significance of point C is simply that if activity happens to be 
above C, there will be a process of expansion which will come to a 
halt at B; if it happens to be below C, there will be a process of 
contraction until equilibrium is reached at A. 

1 Thus there is something like a ‘‘ customary standard of living’’ based on 
the “‘ norma! level ’’ of incomes, and, corresponding to it, there is a certain normal 
rate of savings. If incomes are much below it, individuals will attempt to main- 
tain their standard of living by consuming capital; if incomes are much above it, 
they will tend to save a disproportionate amount. 
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Hence the economic system can reach stability either at a 
certain high rate of activity or at a certain low rate of activity. 
There will be a certain depression level and a certain prosperity 
level at which it offers resistance to further changes in either 
direction. The key to the explanation of the Trade Cycle is to 
be found in the fact that each of these two positions is stable only 
in the short period: that as activity continues at either one of 
these levels, forces gradually accumulate which sooner or later 
will render that particular position unstable. It is to an explana- 
tion of the nature of these forces that we must now turn. 

6. Both S(x) and I(x) are ‘“‘ short-period”’ functions—.e., 
they assume the total amount of fixed equipment in existence, 
and hence the amount of real income at any particular level of 











Fie. 5. 


activity, as given. As these factors change in time, the S and J 
curves will shift their position; but according as activity is high 
or low (equilibrium is at B or at A) they will shift in different 
ways. 

(i) When activity is high (equilibrium at B), the level of 
investment is high, the total amount of equipment gradually 
increases, and so, in consequence, the amount of consumers’ goods 
produced at a given level of activity. As a result the S curve 
gradually shifts upwards (for there will be more consumption, 
and hence more saving, for any given activity); for the same 
reason the J curve gradually falls. (The accumulation of capital, 
by restricting the range of available investment opportunities, 
will tend to make it fall, while new inventions tend, on the whole, 
to make it rise. But the first of these factors is bound to be more 
powerful after a time.) As a result, the position of B is gradually 
shifted to the left and that of C to the right, thus reducing the 
level of activity somewhat and bringing B and C nearer to each 
other (see Fig. 6, “‘ Stage II ”’). 
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The critical point is reached when, on account of these move- 
ments, the J and S curves become tangential and the points 
B and C fall together (“‘ Stage III’’). At that point equilibrium 
becomes unstable in a downward direction, since in the neighbour- 
hood of the point S>TJ in both directions. The level of activity 
will now fall rapidly, on account of the excess of ex-ante Savings 
over e2-ante Investment, until a new equilibrium is reached at A 
where the position is again stable. ? 



































0 oe a ees X 
Stage IV. Stage V. Stage VI. 
Fic. 6.—TuHE TRADE CYCLe. 








(ii) When activity is low, the movement of the J and S curves 
will tend to be in the opposite direction. For if at the level of 
investment corresponding to A investment is not sufficient to 
cover replacement, so that net investment in industrial plant and 
equipment is negative,? investment opportunities gradually 


1 The route followed in the transition from B to A might be either along the 
I c :rve or the S curve, according to whether ex-post Saving is adjusted to ex-ante 
Investment, or ex-post Investment to ex-ante Saving—i.e., according as the 
disappointment of expectations occurs on the side of incomes, or in the level of 
entrepreneurial stocks. = 

2 The fall in the rate of activity during the transition need not be very rapid, 
and may even take some years. This is because both entrepreneurs and con- 
sumers take some time to adjust their scale of purchases to their changed rate of 
earnings. If the process is at all prolonged, the two curves will be back at their 
“normal ”’ position (as shown in Fig. 5 or “ Stage IV ”’ in Fig. 6) by the time 
point A is reached. . 

3 It is not necessary, of course, that total net investment should be negative, 
since investment can take forms (such as armaments, etc.) whose construction 
does not reduce the available opportunities for the future. 
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accumulate and the J curve will shift upwards; and this tendency 
is likely to be reinforced by new inventions. For the same reason, 
the gradual decumulation of capital, in so far as it causes real 
income per unit of activity to fall, will lower the S curve.1_ These 
movements cause the position of A to shift to the right and that 
of C to shift to the left (thus separating B and C and bringing 
A and C nearer to each other), involving a gradual improvement 
in the level of activity (Stages IV and V). This will proceed 
until A and C fall together (the two curves again become tan- 
gential), when a new critical situation is reached; the position 
becomes unstable in an upward direction, since J>S on either 
side of the equilibrium point; an upward cumulative movement 
will follow which can only come to rest when position B is reached 
(Stage VI). Thereafter the curves gradually return to the 
position shown in Stage I, and the cyclical movement is 
repeated. 

7. The necessary and sufficient assumptions under which the 
combined operation of the saving and investment functions in- 
evitably generate a cyclical movement which nowhere tends to 
come to rest, can therefore be set out as follows :— 


(1) The “normal value” of =, valid for normal levels of 
activity, must be greater than the corresponding value of = 


(2) The “ extreme values ” of J valid for abnormally high 
or abnormally low levels of activity, must be smaller than the 
corresponding values of a : 


(3) The level of investment at the upper equilibrium point 
must be sufficiently large for the I(x) function to fall (in time) 
relatively to the S(x) function; and at the lower equilibrium point 
it must be sufficiently small for the J(x) function to rise (in time) 
relatively to the S(x) function. In other words, the position of 
zero net investment must fall within the limits set by the levels 
of investment ruling at B+C and A +0, in Stage III and 
Stage VI, respectively. 

If condition (1) did not obtain, equilibrium at C (which is in 
fact the ‘‘ normal ” equilibrium position) would be stable, instead 

1 It is possible that even if net investment is negative, real output per head 
should gradually rise in time (on account of the introduction of superior or more 
“ capitalistic ’’ processes of production during the depression), as a result of which 


S would tend to rise rather than fall. But this makes no difference so long as the 
I curve rises faster than the S curve. 
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of unstable; equilibrium would tend to get established there, and, 
once established, the shifts in the J and S curves, due to capital 
accumulation or decumulation, would merely lead to gradual 
changes in the level of activity until a position of stationariness 
is reached; they would not generate cyclical movements. If 
condition (2) was not satisfied (at any rate as regards low levels of 
activity) 1 the system, as we have seen, would be so unstable that 
capitalism could not function at all. Finally, if condition (3) did 
not obtain, the cyclical movements would come to a halt at some 
stage, owing to a cessation of the movements of the S(x) and 
I(x) functions. 

This is not to suggest that in the absence of these three con- 
ditions cyclical phenomena would be altogether impossible. 
Only they would have to be explained with the aid of different 
principles; they could not be accounted for by the savings and 
investment functions alone. 

8. In fact, conditions (1) and (2) are almost certain to be 
satisfied in the real world; doubt could ouly arise in connection 
with condition (3). It can be taken for granted, of course, that 
net investment will be positive while equilibrium is at position B; 
but it is by no means so certain that net investment will be 
negative while equilibrium is at position A.? It is quite possible, 
for example, that savings should fall rapidly at a relatively early 
stage of the downward movement, so that position A is reached 
while net investment is still positive. In that case the S and J 
curves will still move in the same direction as at B, with the result 
that the position A is gradually shifted to the left, until net 
investment becomes zero. At that point the movements of the 
I and S curves will cease; the forces making for expansion or 
contraction come to a standstill. Alternatively, we might assume 
that net investment at A is initially negative, but in the course of 
the gradual improvement, the position of zero net investment is 
reached before the forces of cumulative expansion could come into 
operation—i.e., somewhere during Stages IV and V, and before 
the cycle reaches Stage VI. In this case, too, the cyclical move- 
ment will get into a deadlock. 

1 It is possible that the point B should be situated beyond the position of full 
employment—.e., that in the course of the upward movement the state of full 
employment should be reached before ex-ante Savings and Investment reach 
equality. In that case the upward movement would end in a state of cumulative 
inflation, which in turn would, sooner or later, be brought to a halt by a rise in 
interest rates sufficient to push the point B inside the full-employment barrier. 


From then onwards the cyclical movement would proceed in exactly the same 


manner as described. 
2 The term “ net investment ”’ here is used in the sense defined in § 6 (ii). 
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Hence the forces making for expansion when we start from a 
state of depression are not so certain in their operation as the 
forces making for a down-turn when we start from prosperity ; 
the danger of chronic stagnation is greater than the danger of a 
chronic boom. A boom, if left to itself, is certain to come to an 
end; but the depression might get into a position of stationariness, 
and remain there until external changes (the discovery of new 
inventions or the opening up of new markets) come to the rescue. 

9. The preceding analysis offers also certain indications 
regarding the determination of the period and the amplitude of 
the Cycle. The period of the Cycle seems to depend on two time- 
lags, or rather time-rates of movement: (i) on the rate at which 
the S and J curves shift at any particular level of investment 
(this, of course, will vary with the level of investment, and will 
be faster when investment is high or low, than in the middle); 
(ii) on the time taken to complete a “‘ cumulative movement ”— 
i.e., the time required for the system to travel from B + C to A 
or from A + C to B (Stages III and VI). 

The second of these factors obviously depends on the velocity 
with which entrepreneurs and consumers adjust their expectations 
and thus their buying-plans to unexpected changes in the situation. 
The first factor, on the other hand, seems to depend on technical 
data, on the construction period and durability of capital goods. 
The shorter the construction period, the greater will be the out- 
put of capital goods, per unit period, at a given rate of invest- 
ment; the shorter the life-time of capital goods, the larger will 
be the percentage addition to total equipment represented by a 
given output of capital goods. Hence the shorter the construc- 
tion-period, and the lower the durability, the faster will be the 
rate of shift of the S and J curves at any given rate of invest- 
ment; the shorter the length of the Trade Cycle.! 

As regards the amplitude, this depends on the shapes of the 
I and S curves, which determine the distance between A and B, 
at their “normal” position (i.e., at Stages I and IV). The 
amplitude will be all the smaller the shorter the range of activity 


‘normal values” of oa and 4 are operative. 
dx dx 


‘ 


over which the 


1 If the “‘ capital intensity ’’ of investments varies in the different phases of 
the Cycle in an inverse relation to the rate of investment (i.e., is less in boom 
periods than in depression periods), this will tend to reduce the period of the 
Cycle, as compared with a situation where the capital intensity is constant, since 
it will increase the rate of shift of the S and J curves. Conversely, if capital 
intensity varied in direct relation with the rate of investment, this would lengthen 
the period. Finally, if capital intensity showed a steady increase throughout the 
Cycle, this would lengthen the boom periods and shorten the depression periods. 
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Variations in the amplitude of successive cycles, on the other 
hand, seem to depend entirely on extraneous factors, such as new 
inventions or secular changes in habits of saving. There appears 
to be no necessary reason why, in the absence of such factors, the 
amplitude should be gradually decreasing or vice-versa.* 

10. Our model should also enable us to throw some light on 
problems of economic policy. Here I confine myself to two 
points. (i) It appears that measures taken to combat the 
depression (through public investment) have much more chance 
of success if taken at a relatively early stage, or at a relatively late 
stage, than at the bottom of the depression. If taken early, the 
problem is merely to prevent that gradual fall in the investment 
function relatively to the saving function which carries the cycle 
from Stage II to Stage III. But, once Stage IIT is passed, nothing 
can prevent the switch-over from the B-equilibrium to the A- 
equilibrium, and then the problem becomes one of raising the 
investment demand schedule sufficiently to lift the position to 
Stage VI (at which the forces of expansion come into operation). 
The amount of public investment required to achieve this is 
obviously much greater in the early phase of the depression (at 
Stage IV) than in the later phase (at Stage V). Thus just when 
the depression is at its worst the difficulty of overcoming it is the 
greatest. (ii) The chances of “evening out” fluctuations by 
** anti-cyclical ’” public investment appear to be remote. For if 
the policy is successful in preventing the downward cumulative 
movement, it will also succeed in keeping the level of private 
investment high; and for this very reason the forces making for 
a down-turn will continue to accumulate, thus making the need 
for continued public investment greater. Thus, if, on the basis 
of past experience, the Government Authority contemplates a 
four years public investment plan, in the belief that thereby it can 
bridge the gap between one prosperity-period and the next, it is 
more likely that it might succeed in postponing the onset of the 


1 At first sight one might think that this question also depends on endogenous 
factors: that the cycle will be “ damped’’ (amplitude of successive cycles 
decreasing) if the point of zero net investment is so situated that there will be net 
capital accumulation over the cycle as a whole, and vice versa. But this is not 
so. If there is net accumulation over the cycle as a whole (i.e., the accumulation 
over the boom period exceeds the decumulation during the depression), then, in 
the absence of extraneous changes, the position B at the corresponding stages of 
successive cycles will be situated more and more to the left; but the position A 
will also be situated more to the left, with the result that, though there will be a 
gradual fall in the average level of activity, there need be no decrease in the 
deviations around the average. The same holds, mutatis mutandis, if there is 
net decumulation over the cycle as a whole. 
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depression for four years than that it will prevent its occurrence 
altogether. If the Trade Cycle is really governed by the forces 
analysed in this paper, the policy of internal stabilisation must be 
conceived along different lines. 
NicHoLas KAaLpoR 
London School of Economics. 


APPENDIX 


It may be interesting to examine the relations of the model 
here presented to other models of the Trade Cycle based on similar 
principles. The one nearest to it, I think, is Mr. Kalecki’s theory, 
given in Chap. 6 of his Essays in the Theory of Economic Fluctuations. 
The differences can best be shown by employing the same type 
of diagram and the same denotation as used by Mr. Kalecki. Let 
income be measured along OY, and the rate of investment deci- 
sions along OD. Let D, = Ge(Y,) represent the rate of invest- 











° Y 


ment decisions at time t, given the quantity of equipment available. 
Let the family of curves Ge, . . . etc., represent this function for 
different quantities of available equipment, where e, represents a 
smaller quantity of equipment than e,,andsoon. Let Y,+7= 


1 This argument is strictly valid only for a closed system; it is not valid in 
the case of a country which receives its cyclical impulses from abroad. For in that 
case the cyclical variations in the demand for exports can be taken as given 
irrespective of what the Government is doing; the chronological order of the 
“Jean years ”’ will not be altered by the attempt at suppressing them. Thus a 
policy of this type is much more likely to be successful in a small country, like 
Sweden, than in large countries, such as Britain or the United States, which 
themselves generate the cyclical forces and transmit them to others. 
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f(D,) be the level of income at time ¢ + 7 as a function of invest- 
ment decisions at the time ¢. This is the same as our savings- 
function, which, for simplicity, and following Mr. Kalecki, we 
regard here as a straight line, independent of the amount of 
equipment. (7 represents the time lag between investment 
decisions and the corresponding income, which, as Mr. Kalecki 
has shown, depends partly on the construction-period of capital 
goods, and partly on the lag between income and consumption.) 
The meeting-points of e curves and the f curve are positions of 
short-period equilibrium, where Savings=Investment ; the equili- 
brium is stable when the ®e curve cuts the f function from above, 
it is unstable when it cuts it from below. Let RR represent the 
locus of points on the ®e curves where the level of investment 
decisions corresponds to replacement so that net investment is 
zero. This curve is slightly rising, from left to right, since the 
higher the amount of equipment in existence, the greater the 
amount of investment needed for replacement. The point C 
represents the position of long period or stationary equilibrium, 
where Savings=Investment and net investment is zero. 


Under our assumptions, where > exceeds 7 for certain 
dD 

values of Y, there must be certain levels of equipment at which 
the ® curves cut the f function not once, but three times. In our 
diagram this will be the case if equipment is greater than e, and 
less than e,. Given this assumption, and assuming further that 
the replacement level, for the critical amounts of equipment, falls 
between the limits of stability—+.e., between points / and G in 
the diagram—the system can never settle down to a stationary 
equilibrium, but moves around it in a cycle. If we assume that 
the time-lag 7 is small relatively to the time needed to reach 
successive ® curves (i.e., relatively to the rate at which the total 
quantity of equipment is increasing), so that a position of short- 
period equilibrium can be reached before significant changes occur 
in the amount of equipment in existence, the cyclical movement 
of the system will be indicated by the trajectory AGBF. For if 
we start from any arbitrary point, such as k, the cumulative forces 
will increase income and investment decisions until the system 
reaches |, and thereafter activity will move downwards (owing to 
the gradual accumulation of equipment) along the f line until it 
reaches #. At that point equilibrium becomes unstable, and a 
downward moving cumulative process is set up which lands the 
system at A. Here investment is less than replacement, and the 
gradual reduction in available equipment will increase activity 
until the system reaches G, at which the situation again becomes 
unstable, an upward cumulative movement follows which lands 
the system at B. Thus if we start from any point outside the 
trajectory, the system will move on to it, and the same follows 
if we start from any point inside. Hence, even if we started from 
the position of stationary long-period equilibrium (C), the un- 
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stability of the situation there must generate forces which set up 
a cycle. 

vt follows, further, that if all the fundamental data which 
determine the @ and f functions—#.e., tastes, technique, population, 
monetary policy, the elasticity of expectations, etc.—remain 
unchanged, the cycle would continue indefinitely with constant 
amplitude and period and the trend (the accumulation of capital 
between successive cycles) would be zero. Hence changes in the 
nature of successive cycles would have to be explained by 
dynamic changes. 


In Mr. Kalecki’s model > is supposed to be smaller than 

dD 
throughout, hence all his positions of short-period equilibrium 
are stable positions. In this case, on our assumptions, no cycle 
would be generated at all; the system would gradually approach 
stationary equilibrium. He assumes, however, that the time-lag 
between investment decisions and the corresponding income is 
large relatively to the rate at which the amount of equipment is 
increasing—+.e., the movements along a ® curve and the move- 
ment between ® curves are of comparable speed—in which case 
the movement toward a stationary equilibrium may “ overshoot 
the mark ’—+.e., the rate of investment decisions can continue 
to fall, even after it is less than what corresponds to replacement, 
simply because the fall in income lags behind. Thus the intro- 
duction of the time-lag between investment decisions and the 
corresponding income could explain a cyclical movement even 
if the underlying situation is a stable one; though, in order that 
this cycle should not be highly damped (7.c., that it should not 
peter out quickly in the absence of new disturbing factors), it is 
necessary to suppose (i) that the effect of current investment on 
total equipment should be relatively large, so that the equipment 
added during the period of the time-lag has a considerable influence 
on the rate or profit, and hence on investment decisions; (ii) that 
the angle enclosed by the f and ¢ functions should be small—i.e., 


that F should but slightly exceed 7 
dD 

Previous attempts at constructing models of the Trade Cycle 
—such as Mr. Kalecki’s or Professor Tinbergen’s—have thus 
mostly been based on the assumption of statically stable situations, 
where equilibrium would persist if once reached; the existence of 
the cycle was explained as a result of the operation of certain 
time-lags which prevented the new equilibrium from being reached, 
once the old equilibrium, for some external cause, had been dis- 
turbed. In this sense all these theories may be regarded as 
being derived from the “ cobweb theorem.” The drawback of 
such explanations is that the existence of an undamped cycle can 


1 Hence the positions of equilibrium in Mr. Kalecki’s model, though formally 
stable, possess only a low degree of stability. 
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be shown only as a result of a happy coincidence, of a particular 
constellation of the various time-lags and parameters assumed. 
The introduction of the assumption of unstable positions of 
equilibrium at and around the replacement level provides, how- 
ever, as we have seen, an explanation for a cycle of constant 
amplitude irrespective of the particular values of the time-lags 
and parameters involved. The time-lags are only important 
here in determining the period of the cycle, they have no sig- 
nificance in explaining its existence. 

Moreover, with the theories of the Tinbergen—Kalecki type, 
the amplitude of the cycle depends on the size of the initial shock. 
Here the amplitude is determined by endogeneous factors and the 
assumption of “ initial shocks ”’ is itself unnecessary. 
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REVIEWS 


Security—Can We Retrieve It? By Str ArtTuur Satter, K.C.B., 
M.P. (Macmillan & Co. 1939. Pp. xvi + 390. 8s. 6d.) 


9? 


NEITHER the writer nor the reader of a “late” review can 
expect to escape the main impressions already thoroughly 
established by reviews in the dailies, weeklies, and monthlies, 
and by discussions of all kinds in such profusion—they will both 
be fortunate if they can keep to the original and avoid a review 
of reviews. 

Some of the main features of the book, such as its political 
summaries and its portraiture, do not belong particularly to the 
field covered by this JouRNAL, and it will suffice therefore to 
agree cordially with the great majority of commentators that it is 
a work of high distinction and amazingly comprehensive. It is a 
searching analysis which proceeds froma combination of experience 
and talent such as few men in this generation can compass. It 
is clear and cogent, but attractive, human, and even moving in 
style, and in all respects a worthy successor to Recovery. More- 
over, it is not merely reminiscent, but prophetic; not merely 
critical, but suggestive in a high degree. The portraits are not 
really necessary to the theme, but they make it readable and, 
to some extent, add to its intelligibility. Facility in this art may 
well be a snare, for it may possibly antagonise some who ought to 
be won. Contemporary portraiture, however well intentioned, is 
often risky, and perhaps the risk increases with its accuracy. 

Attention is now directed more specifically to those parts of 
the book which come within the field of economics and political 
science. Part I, on “‘ The Peril and the Prospect,” with its most 
effective exposition of the “passing of island immunity” as a 
critical change, contains also a chapter on “ The Economics 
of Dictatorships.” Here popular misconceptions about the réle 
of money are exposed, and it is shown clearly that the ordinary 
tests and canons of “sound finance’”’ are inapplicable. As a 
German banker is said to have declared: ‘‘ We do not need 
money because we have discipline instead.’’ The shortage of 
foreign exchange duplicates, but does not double, the impediment 
of a blockade. Money is not indeed useless, and it is still 
important not to inflate, and not to destroy relative values; but 
it is as an instrument of dictation that money becomes note- 
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worthy, controlling and directing imports and all special economic 
activities. Special attention is drawn to the limits of the processes 
of creating credit which were reached in February 1939. The 
resultant spoliation of the Jews, and the payment for contract 
work in tax receipts were evidence, too, of an intention to make 
1939 a year of decision. The advantages of Germany’s system of 
monetary control for the special objective of war preparation are 
clearly shown. ‘There is a brief statement of the extent of 
Germany’s economic self-sufficiency, not favourable to her 
ability to stand the strain of a long war. 

Part II, on “ Collective Security,” beyond a few references 
to economic factors in the causes of war, and to the economic 
aspects of the reparation policy which are quite familiar to 
economists, is almost entirely political. Part III, on ‘“ National 
Strength,” has a chapter on “ Industrial Mobilisation,’ which 
deals with the administrative problems of a Ministry of Supply 
and the reserves of food and raw materials; with the economic 
adaptation of the public, with movement of enterprise and 
decentralisation problems, all of whick the author can most 
certainly himself read to-day without shame. For such measure 
of preparation as we had in these respects he can indeed claim 
a full share of credit. The chapter on “ Economic Adaptation and 
the Public ” deals with movements of goods against the economic 
“ grain,” with insurance, business evacuation, and the need for 
co-operation between Government and business. The author 
pleads for a large infusion of skilled officials from finance and 
business into the Civil Service, which, by its very excellence for 
peace administration, is handicapped in war time. And he 
foresees that each industry must be organised as a corporative 
business able to deal with Government as a unit and to transmit 
policy throughout the services with which it is concerned. In 
this, apart from the forcible unity of Controls, the present 
situation certainly falls short of his aims. It is a brief, but 
suggestive insight into the needs of adaptation, which is not 
even yet out of date. 

The concluding section, “The Foundations of a New Peace,” 
is not unnaturally the least realistic reading, and it may go safely 
into temporary retirement. For an enduring peace, if there had 
been no war at all, must bea different thing from the peace which 
is to be a return from ruin, hate and chaos. References to 
economic factors are brief, but the treatment of Germany’s claim 
to Colonies contains economic considerations which must come 
to life again. 
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In most of its chapters this book is far more than good 
journalism, and yet it must surely be a world’s record in rapid 
production, for there is an interval of several weeks only between 
its dated references and subject-matter and its arrival in the 
hands of the reader. The full publie assimilation of this fine 
formative work was outrun by the march of events, but not before 
it had made a new contribution to the international fame of its 
author. STAMP. 


How to Pay for the War. An Essay on the Financing of War. 
By E. F. M. Dursryx. (London: Routledge. 1939. Pp. 
119. 3s. 6d.) 

The Economic Effort of War. By R. W. B. Cuarke. (Allen and 
Unwin. 1940. Pp. 251. 7s. 6d.) 


THESE two books would appear to have derived from a single 
source. To quote Mr. Durbin, “‘ during the course of 1936... 
a group of six persons interested in the problems of financial 
policy began to meet. The results of the discussions that took 
place between them are embodied in the present work. I write 
as the secretary and rapporteur. . . . Two of us were employed 
as professional economists, one as a financial journalist, one as a 
stockbroker, one in the discount market and one in the direction 
of industry.”” When Mr. Clarke tells a rather similar story, it is 
perhaps forgivable to recognise him as the financial journalist of 
Mr. Durbin’s group. 

Mr. Durbin’s book is the slighter of the two. Where Mr. 
Clarke is anxious to argue the facts statistically, Mr. Durbin is 
content to enunciate more general principles and to use indicative 
rather than realistic figures to support his arguments. After 
assessing the order of magnitude of the problem in relation to the 
national income, he proceeds to discuss three alternative ap- 
proaches to war finance: taxation, theoretically the most satis- 
factory method, in practice the most difficult and the most un- 
popular ; industrial control, involving the maintenance of the 
existing level of incomes, the raising of prices and the transfer to 
the government, free of cost, of a large part of the product of 
industry—this somewhat chimerical scheme he finds theoretically 
satisfying but difficult (most would say impossible) of application ; 
finally borrowing. To the last alternative Mr. Durbin gives a 
separate chapter, concerned largely with the rival merits of 
borrowing from the Bank of England and from the commercial 
banks, which the untutored will find very difficult and the more 
expert somewhat unsatisfactory. Surely the issue is essentially a 
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simple one. The resort to borrowing is compatible with stable 
prices if, and only if, funds put at the disposal of the government 
are balanced by funds withdrawn from the expenditure of in- 
dividual and corporative consumers. If, as an alternative to 
consumption, consumers like to hold increased bank balances, 
well and good. If they seek to maintain consumption while the 
government increases its own expenditure out of borrowings from 
the banks, the inevitable result is inflation. 

As regards inflation, Mr. Durbin keeps an open mind, with 
some inclination to welcome a moderate and controlled rise of 
prices. His reasons are three. First, with the levels of taxation 
necessary, rising prices may be required to give the necessary 
incentive to the entrepreneur in the field not covered by controls. 
Second, “the expansion of money income is surely essential in 
order to provide a sufficiently large flow of monetary savings.” 
(It is by no means clear what Mr. Durbin here has in mind. 
Granted a given real level of activity, how do higher money 
incomes and higher government money outgoings help? While 
contractual obligations are reduced in real terms, it is not im- 
mediately clear that real savings are thereby increased. Has he in 
mind that if real wages fall and real incomes of entrepreneurs rise, 
savings are likely to be greater? While that is probably true, 
Mr. Durbin does not say it in so many words.) Third, he wishes 
to avoid, as an aftermath of war, an even higher level of transfer 
taxation, inhibiting expenditure on social and nation-building 
services. 

Mr. Durbin’s policy, in fine, requires “ high taxation, increased 
industrial control, cheap borrowing from an expanded money 
income induced by a controlled expansion of bank credit— 
financed through the direct lending to the Treasury by the 
commercial banks.” 

Mr. Clarke has written a book which should be read with care 
andattention. Itis the only comprehensive study of the economic 
problems involved in the present war which goes below the surface 
and addresses itself to the economist and the reader in search of 
detailed knowledge rather than of a more superficial under- 
standing of the problem. Mr. Clarke has the gift of asking 
himself the right questions and setting the right way to work in 
order to answer them. He starts with a general consideration of 
the change to the war economy and emphasises the essential 
differences from the peaceeconomy. He refutes the views of those 
who seek to argue that the transition is best achieved by reliance 
on the price system : “ there is no evidence in the past to support 
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the view that transference would take place nearly quickly enough 
unless fabulous rates of wages and profits were allowed in the 
armament industries.” He indicates, but perhaps too lightly 
dismisses, the dilemma of the trade union movement: to increase 
production and make the best use of skilled labour on the one 
hand, to maintain the safeguards upon the position of the skilled 
worker on the other. 

The problem of transition and reorganisation inevitably 
leads him to a discussion of the possible magnitude of the war 
effort and the contraction of other forms of activity and 
consumption which it involves. Here, again, Mr. Clarke should 
be read with care and attention, but mainly for a different and less 
admirable reason. Not a few of his calculations involve elements 
which at the least require careful examination, and in some cases 
can scarcely be dismissed as less than serious blunders. Building 
on figures published by Mr. Colin Clark he makes a calculation of 
national outlay in peace (p. 28) which is later (p. 41) brought into 
relation with a proposed scheme of outlay in time of war. The 
result is as follows : 


National Outlay in War and Peace 
: £ millions 





War Peace 

War Sector . . ‘ : . ‘ ‘ - 3,000 700 
Civil Consumption ° ° : ‘ , . 2,800 4,500 
Capital Expenditure. . ‘ . ° 500 800 
Exports, Visible and Inv isible ‘i ‘ . ‘ 600 900 
Public Services . . ; , . 350 350 
National Income plus Imports ° . - 7,250 7,250 


A glance at the table will at once suggest certain doubts. 
Firstly : How can “ exports, visible and invisible ” be added in a 
war-chest to “ civil consumption ”’ which, of course, includes the 
imports which they buy? Mr. Clarke has included a caveat 
(p. 28) that from this figure something ‘‘ must be allocated to 
exports in order to pay for the imports.” But clearly he is 
enlarging his “‘ war sector ” by diminishing this allocation. Why 
not reduce it to nothing? The answer is, of course, that exports 
ought never to have been in the table at all: that his peace time 
outlay was incomplete because it excluded one form of outlay, 
foreign investment, as represented by the favourable balance : 
that what he is in effect proposing is to change from a small 
favourable or unfavourable balance to a large unfavourable 
balance, and thereby enlarge his “war sector.”” The degree to which 
it is possible to enlarge the latter depends mainly upon our power 
to make use of our foreign assets. The total of £7,200 million 
is a meaningless starting-point in this discussion. 

No. 197.—vVOL. L. H 
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Secondly, Mr. Clarke has erred—in good company, it is true— 
in adding capital expenditure, which includes (p. 28) £400 million 
for depreciation, to the market value of consumption. The £4,500 
million of the latter by no means represents, as it should for 
Mr. Clarke’s purposes, the value of the resources occupied in 
producing consumption goods. It includes the rates and taxes 
borne by consumption goods, and thus in part overlaps the 
expenditure on public services included below. It includes the 
provision made by manufacturers for maintenance and 
depreciation. The difficulties here involved are discussed by 
Mr. Keynes on an earlier page of thisissue. Nor is it clear that the 
expenditure in peace-time in the war sector can be regarded as 
reaching £700 million without any overlap with the figure of 
new capital expenditure if the latter is put as high as £400 million. 

Thirdly, Mr. Clarke has made no allowance for additional 
production in war time as the result of increased numbers of 
persons employed and lengthened hours of work. The reason 
is not that he regards the off-setting factors—dislocations, air- 
raid precautions and so on—as equivalent to the increased numbers 
and hours. It is clear (pp. 84-5) that he regards the armed 
forces as making no contribution to the national income—he says, 
indeed (p. 86), after deducting the armed forces and assessing the 
available resources unutilised in peace-time, that ‘“ these estimates 

. Suggest that the national output can be satisfactorily 
maintained . . . provided these labour resources are mobilised.” 
This is surely a confusion between the aggregate of consumable 
goods (which admittedly in war-time has a significance almost as 
great as the national income) and the national income itself. 
When he comes (pp. 87 ff.) to measure the cost of the war sector and 
to justify his estimate of £3,000 million, it is clear that he includes 
the pay of the troops themselves, and his outlay does not merely 
represent munitions. The total from which he starts must be 
defined accordingly. And in a war economy, with war effort the 
aim (for good ‘or evil) of the economy, why should the man who 
makes a gun be regarded as contributing and the man who fires 
it as not contributing to the total? The result of Mr. Clarke’s 
asymmetrical treatment of the persons engaged in the fighting 
forces is to require a reduction of consumption some £700 million 
greater than would appear necessary from his figures. 

Unfortunately’ these confusions, once started, perpetuate 
themselves through the book. When it becomes necessary to 
judge how much consumption must be contracted to release 
the man-power required for war purposes the error re-appears 
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inevitably. But less inevitable errors would also appear to have 
crept in. The £4,500 million of consumption from which we are 
invited to start is, as we have seen, the gross expenditure. A 
40 per cent. reduction of consumption so defined will include 
not only the reduction of maintenance expenditure already 
elsewhere counted, but also a reduction of indirect taxes. The 
man-power released will not represent anything approaching 
£1,800 million of productive power in its own industry where it is 
properly equipped with capital, and very much less in any other 
industry. 

To verify and correct these and other figures in Mr. Clarke’s 
book is a task far beyond that of a reviewer, interesting as it 
might be to attempt it. A cautious reader, who is prepared to 
make the necessary corrections for himself will find much profit, 
despite these difficulties, from a careful study of the book. He 
will, I suspect, put it down, as I did myself, with a feeling of acute 
irritation—irritation not so much with Mr. Clarke himself as with 
those friends to whom he acknowledges his indebtedness in his 
preface. For what purpose do such friends exist if not to prevent 
one publishing to the world at large the blunders which each and 
all of us commit in the secrecy of our first drafts? If they had 
properly performed their task, Mr. Clarke might have written a 
very good book, and the book, moreover, that everyone wants at 


this moment. 
AUSTIN ROBINSON 
Sidney Sussex College, 


Cambridge. 


Profits, Interest and Investment. By F. A. von HayeK. London: 
Routledge. 1939. Pp. viii + 266. 6s. 


Tuts book consists of a series of seven essays, all but one of 
which have appeared before between 1932 and 1937. Some 
older work is reproduced in an appendix. The author explains 
that they represent attempts to improve and develop the outline 
of the theory of industrial fluctuations contained in his books 
Monetary Theory and the Trade Cycle and Prices and Production. 
The first and longest paper, which is new and gives the collection 
its title, is to be regarded, we are told, as a revised version of the 
central argument of the latter book, corrected in two respects and 
based on different and more realistic assumptions. It is to be 
regretted that Professor von Hayek has not seen his way to 
revise comprehensively his earlier work, and to criticise that of 
others, in the light of his latest ideas. For these are startling. 
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As it is, some of his footnotes give an idea of what would 
be involved. For example (p. 39): ‘‘ What I have argued before 
and is equally implied in all other versions of the Austrian theory 
of the trade cycle is that the transition to more capitalistic methods 
of production takes place during periods of low interest rates and 
brings about the boom, and that the transition to less capitalistic 
methods of production is caused by the high rates of interest and 
brings about the depression. . . . The only [sic] point on which 
I now want to modify this earlier statement is the substitution 
of high and low rates of profit for high and low rates of interest.” 


Or again (p. 40): ‘“‘. . . the point made by Dr. Hawtrey that 
changes in the rate of interest are associated only with the 
deepening but not with the widening process ... . although we 


should have to substitute ‘rate of profit’ for ‘rate of in- 
terest.’ ”’ 

It appears from the outset that the profits which usurp—or, 
rather, understudy—the classical role of interest are those ruling 
in the consumption-goods industries. The charge that certain 
economists confuse interest with profits is not new. But it is 
surprising to find it here and in this form. In relation to the 
author’s own earlier work, it constitutes the first of his two 
corrections. The second is his frank recognition of the ‘‘ necessity 
of distinguishing more adequately between movements of money- 
wages and of real wages.” 

Professor von Hayek’s latest view is summarised in a lucidly 
written introduction. He still maintains (p. 3) that “ contrary 
to a widely-held opinion, under certain conditions an increase 
in the demand for consumers’ goods will tend to decrease rather 
than to increase the demand for investment-goods.” He holds 
that these conditions arise regularly and form at least one of the 
basic causes of the trade cycle. (He is not here attempting a 
comprehensive account.) But he no longer believes that the 
mechanism by which this comes about operates necessarily or 
primarily through the rate of interest. ‘“‘ The mechanism. . . in- 
volves an increase in a rate of profit which is distinct from, and may 
move independently of, the money rate of interest, although it is 
often confused with the latter and indeed performs many of the 
functions commonly attributed to it” (p. 3). “‘ It is this rate of 
profit which ‘ orthodox ’ economists, consciously or unconsciously, 
often had in mind when they spoke of the rate of interest equalising 
saving and investment, or of the rate of interest depending on the 
scarcity of real capital” (p. 4). (An intriguing footnote suggests 
that the economists fell into this confusion because they began to 
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shun the term profit—consciously or unconsciously ?—after 
Marx had made it opprobrious, ‘“‘ and to use interest instead.”’) 
After this brisk opening, the going gets heavier. The central 
doctrine is “the familiar Ricardian proposition that a rise in 
wages will encourage capitalists to substitute machinery for labour 
and [sic] vice versa”’ (p. 8). This substitution is envisaged in 
relation to the trade cycle as a short-period effect, operative on a 
material scale within the latter half of the upswing, during which, 
however, labour is so immobile that there is insufficient time for 
it to be diverted from the investment-goods industries, where 
there is still unemployment, to the consumption-goods industries, 
where by this time full employment obtains. The argument, 
on these ‘‘ more realistic assumptions,” then runs as follows. 
Under such conditions the output of consumption-goods cannot 
be rapidly increased, and their prices rise with the profits of those 
who produce them. Whatever happens to money-wages, if 
expansion continues real wages fall. It then pays better to hire 
men than to hire or buy machines, and those employers who can 
do so choose less highly rather than more highly capitalised 
processes and industries. By a double transition which I am 
unable to follow (1) this is held to involve at some later point 
of time investment at a lower aggregate rate than before (not 
merely lower than would otherwise have obtained) in the 
industries of higher “ capital-intensity,” and (2) this in turn is 
held to imply a falling rate of investment in the industries most 
remote from the consumer. Sooner or later this fall comes to 
outweigh the growth of investment in the flourishing industries 
nearer the consumer, the expansion of which is being more and 
more inhibited by the immobility of labour. “In the end, the 
‘acceleration-principle of derived demand’ becomes inverted 
into a ‘ deceleration-principle’ and the classical maxims . 
assert their fundamental truth” (p. 33). This does not mean, 
as one might have supposed, that we are to look for slowly 
mounting unemployment in the heavy industries as the boom 
approaches. For Professor von Hayek holds (indeed, he goes so 
far as to say it has never been denied) that mere monetary 
expansion can ensure the (transient) attainment of full employ- 
ment (p. 63, footnote). It means (pp. 31, 32) that after a 
“critical point” which has been passed earlier, ‘“‘ the process 
enters into the unstable phase.”” The Ricardian substitutions 
have somehow subtly sown the seeds of subsequent slump. This 
villainy may be nipped in the bud by a timely invocation of the 
original hero. If we raise the rate of interest soon enough, 
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nemesis is prevented by anticipating it. (But we must not wait 
for the critical point—‘“‘ this development could only be prevented 
if from the beginning the rate of interest rose with the rate of 
profit,” p. 57.) Why not lower the rate of interest and so spike 
Ricardo’s guns by stimulating the “ capital-intensive ”’ industries ? 
(“‘ Capital-intensive ’’ = “‘ roundabout ’ = “ capitalistic’’, p. 17, 
footnote.) Because (p. 33) this will increase investment, which 
will increase the discrepancy between prices and costs of con- 
sumers’ goods and, hey presto, Ricardo is with us again. We 
are had both ways. By an astounding paradox, however, it 
appears that a rise of money wages in the consumers’ goods 
industries might exert a (slightly) stabilising effect in the later 
phase of the boom (p. 57, footnote). These mechanisms are 
tricky things. 

Just what does this amount to in practice? It is not easy to 
be sure. In any case we have been warned (p. 6) that “ it is vain 
to ask for empirical confirmation of this particular mechanism.” 
Moreover, Professor von Hayek “ does not mean to assert that 
the rate of profit actually does play quite the réle which it is here 
assumed to play.”” He is concerned, rather, “‘ to shew how it 
would act if the rate of interest failed to act at all.” We must 
not, then, shun the word interest and use profit (in the 
consumption-goods industries) instead. It is all rather baffling. 
The moral drawn is that we should be content to crawl on a 
“ ceiling of stable employment ”’ (p. 59), to which we can keep 
ourselves down (though other measures may be necessary to 
keep us up) by using a flexible rate of interest. If, by hanging 
on too long (or at all?) to the joy-stick of cheap money, we soar 
above the ceiling into the empyrean of full employment, we are 
bound to crash. 

This last proposition is familiar. So also is the trinitarian 
treatment of (1) stages of production, (2) degrees of capitalisation 
- and (3) durations of productive processes. Yet it would seem 
that the Austrian mystery has suffered a sea-change. Credit 
inflation, once the chief villain, has stepped back into the wings. 
He is still, perhaps, ready to emerge; but where are the quantity- 
of-money men? There are even grateful rdles for the under- 
consumptionists and the advocates of public works (if they don’t 
mind being told that they are right for the wrong reasons). For 
we are assured (p. 63) that “ there appears to be a strong case for 
measures designed to prevent demand for consumers’ goods . . . 
from falling too far’ in the later stage of a depression, and that 
“ during the later half of the decline a policy of supplementing 
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demand by public expenditure may well be justified.”” (So it is 
not in vain that we have substituted “ rate of profit’ for “ rate 
of interest ’’ at a crucial point in the latest book but one of Mr. 
Hawtrey.) Professor von Hayek re-affirms his faith in the 
“ essential rightness ’’ of the Austrian theory of the trade cycle. 
But is he not now living in Austria-through-the-looking-glass ? 

I review this book with mixed feelings. Professor von Hayek’s 
scholarship calls for respect and his candour for emulation. 
To praise his modesty of style would be an impertinence, and to z= 
take advantage of his admissions of past error would be meanness. 
His latest essay may bear good fruit in stimulating thought. To 
the curious student of the ideas of theoretical economists the 
whole collection is rich in interest. But I am bound to record 
my main impression. To read these essays through in chrono- 
logical order is to peruse the record of a mind struggling to be 


clear. 
Huau TowNsHEND 
London. 


Studies in the Theory of Money and Capital. By Ertx Linpaut. 
(London: Allen and Unwin. 1939. Pp. 391. 10s. 6d.) 


WITHIN the decade now ending, Swedish economists have de- 
veloped a radically new technique of analysis. Its distinguish- 
ing feature is the concentration of attention on expectations, for 
whose formation our ignorance of the future gives such a large 
measure of freedom, and which are therefore usually inconsistent 
as between different individuals, and are very often disappointed. 
The disappointments which arise inevitably from this inconsistency 
mould the fresh expectations formed at a later moment, which 
in turn determine the actions taken in the ensuing period, and so 
on. Described thus in bare outline, this “ period analysis ” 
seems simple; but since it attempts to analyse the actual process 
of human planning and reaction, instead of taking a short cut to 
what would be, under certain ideal conditions, the result, it is less 
general and more complex than the static analysis. Professor 
Lindahl has given us a somewhat “ stylised ”’ picture of real life, 
though a far more realistic one than static theory has ever pre- 
tended to offer. He has, as it were, selected certain main features 
of real life, treated them as rather more universal and clear-cut 
than they really are, and built up out of them a model which is 
not too far removed from reality to be interesting and yet is 
amenable to analysis. His methods at times may seem a little 














104 THE ECONOMIC JOURNAL [MARCH 


Procrustean, but at least the difficulties have been recognised, 
and the result, the assumptions being granted, is logically 
satisfying. 

Professor Lindahl urges that while economics has hitherto 
preferred to treat rather concrete, simple cases, we ought now 
to work out the general, abstract framework which remains 
true whatever special assumptions we introduce, and from which 
we ought to begin when developing theories to meet special 
sets of conditions. Part I of this book is an attempt to outline 
such a system. Chapter 1 explains the nature of “ period 
analysis ” in an extraordinarily clear and logically satisfying way, 
which cannot be better summarised than in the author’s own 
words: ‘In the following statement of the general dynamic 
problem we have made use of one basic assumption about the 
behaviour of the individuals concerned, namely that their actions, 
for a shorter or longer period in the future, represent merely the 
fulfilment of certain plans, given at the beginning of the period. 
. . . If we know (1) the plans of the economic subjects concerned 
at the initial point of time, if further we know (2) how these 
individuals are likely to change their plans in the future under 
different assumptions, and if we have (3) enough knowledge of 
external conditions to be able to make definive statements with 
regard to future changes in plans, and the results of the actions 
undertaken, then it should be possible to provide a theoretical 
construction of the developments that will be the outcome of the 
initial position.”” There is only one respect in which this chapter 
is not completely satisfying : Professor Lindahl is content to use 
the word “ probability ” where the future outcome of a present 
action is not felt by the individual concerned to be definitely 
known to him. In this he seems to be turning aside from the 
central problem of dynamic economics: how to give risk and 
uncertainty precise meaning and fit them into our analysis. 

In Chapter 2, which completes Part I, the author presents a 
very comprehensive set of symbols for systematising and formally 
setting out the basic, general concepts and their relationships. 
Its great merit is that it distinguishes clearly the dates at which 
estimates are made or facts registered, and the dates or periods 
to which these estimates refer. A similar scheme of symbols 
has been found necessary, and has been developed, by a leading 
American exponent of expectational economics, Dr. A. G. Hart. 

Part I of the book is now published for the first time. The 
remaining parts are essays in which the author has developed 
and criticised the basic structures provided by Wicksell. Taken 

















1940] LYND : KNOWLEDGE FOR WHAT? 105 


together with Part I, they illustrate the author’s emancipation 
from equilibrium methods towards a technique of disequilibrium 
analysis. 

It would be impossible to overstate the value and fascinating 
interest of Part I to all economists. It is a path-breaking work, 
comparable in importance to that of the great economist of whose 
ideas Professor Lindahl has given so illuminating a study in the 


other parts. 
G. L. S. SHACKLE 


Tondon. 


Knowledge for What? By R. 8. Lynp. (Princeton University 
Press in association with Oxford University Press. 1939. 
Pp. x + 268. Ills. 6d.) 


RosBeErt 8. Lynp is well known in England as the co-author of 
Middletown and Middletown in Transition. Instead of a detailed 
survey of American life and manners, he now offers, to quote his 
foreword (p. ix), a general, philosophical “‘ appraisal of the present 
characteristics of American culture,” together with “a critique 
of current focus and methods in social science research.” The 
critique of methods has aroused fierce controversy in America 
ever since the substance of this book was delivered as four lectures 
at Princeton, and it is of the greater interest to us; but it is not 
unconnected with Professor Lynd’s view of American culture, 
and both must be considered. 

The main criticism of the social sciences is that they are not 
integrated. In Chapter IV, history, political science, economics, 
sociology, anthropology, and psychology are reviewed in turn to 
show that they fail to effect a true divison of labour because their 
“several emphases have no common focus” (p. 165). The 
common focus that Professor Lynd puts forward is that of ‘“ the 
culture ” as the more or less patterned totality of the behaviour 
of individual persons. The advantages of such a focus put forward 
in Chapter II are unquestionably important. All the social 
sciences are linked; the distribution of individual variations is 
substituted for the notion of a norm with exceptions; there is 
(p. 37) “the vital interrupting thrust of close contact with 


individual behaviour”’; and instead of speaking of changes, 
movements, etc., persons are seen as doing the changing and the 
moving. 


The social sciences are too specialised, unreal, and impersonal ; 
but they are also attacked as supporters of the existing pattern 
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of American culture, eleven main characteristics of which are in 
Chapter III trenchantly set forth. Samples of these, continually 
referred to, are the power of business pressure blocs and the 
disproportionate development, under a casual laisser faire, of 
institutions supporting property. The whole pattern “ presents 
a formidable task to the social sciences ”’ (p. 113), and it is because 
economics fails to tackle the task that it gets most kicks. The 
kicks are administered in places that must, however, surprise 
English readers. Economists, we are told (p. 148), neglect the 
consumer and (p. 144) “ tacitly assume that private, competitive, 
business enterprise motivated by the desire for profit is the way 
for a culture to utilise its technical skill to supply its people with 
needed goods.” This attitude of economists is attributed (p. 
148) to “the research funds they can command (that) are the envy 
of the other social sciences,’ or to the fact that economics 
and all social sciences (p. 7), are carried forward by “ professors, 
who in turn are hired by businessmen trustees.” Perhaps, 
since neither condition applies to English economics, we need 
not take the criticism to heart. All the same it is hardly the 
impression that American economics makes on the Englishman. 
If asked for characteristic contributors to an American economics 
that would distinguish it as such, English economists would 
probably react with the names of Veblen, Berle and Means and 
*‘ debunkers ” of trusts and the capitalist system, together perhaps 
with that of Wesley Mitchell and other realistic researchers into 
institutions—not excluding Professor Lynd himself. 

Wesley Mitchell and the statistical school seem here, however, 
to be criticised not so much for siding with the profiteers and 
against consumers as for taking no sides at all. The work of 
Mitchell and Mills at the National Bureau of Economic Research 
is taken to task (p. 149) for accepting as given “ such things as 
‘ prices,’ ‘ production,’ ‘distribution,’ and ‘economic pro- 
cesses.’”’ It is really a little difficult to see how the consumer, 
o. our present complex culture itself, could get on without some- 
one producing and distributing goods and services. True, there 
need not be prices, but most substitutes for capitalism known 
hitherto, such as co-operation and even Soviet Communism, have 
adopted prices—not to mention economic processes—so it does 
not appear particularly “ black ” to accept these facts. 

This brings up, in Chapter V, the old story of the proper mood 
or colour for science, whether it should be merely plain indicative, 
or coloured in optative and possibly imperative mood as well. 
Social science, says Professor Lynd (p. 229), “‘ must show the way 
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to restructure the culture,” and (p. 237) “ to blueprint the way of 
achieving ”’ the fundamental changes that are needed. Certainly 
we agree with Professor Lynd that there should be persons versed 
in social science who should lay down objectives and practical 
plans. England is richer than America in these versatile go- 
betweens; though few, of course, of their blueprints are ever 
allowed to go into production. But it does not follow that all 
social scientists should thus transcend the indicative mood. 
Some have not the temperament or the specific abilities for 
planning and executing plans; the knowledge of others may be 
too specialised. Moreover, are the plain facts always sufficiently 
established? Here we feel Professor Lynd unduly optimistic. 
“‘ The causes of war,” he tells us (p. 241), “‘ are known and accepted 
by a wide group of thoughtful students.” War (p. 240) “is 
directly and continuously encouraged by one cultural form, 
imperialism, based upon another cultural form, capitalism.” But 
are not present events, at least in the Baltic (I write in December 
1939), making this exclusive attribution somewhat uncertain ; 
or, if it is not exclusive, making further knowledge necessary of 
the other possible causes? In short, Professor Lynd seems to 
under-estimate the task before a social science thinking in the 
indicative mood of facts and causes. There are probably not 
enough of such plain scientists of high quality, quite apart from 
asking them to undertake the work of applied science. Physical 
science has its experimenters and research men on the one hand 
and its engineers and medical practitioners on the other. 
Similarly, society could employ specially trained social practi- 
tioners, and need not expect the research man to do the job. 
That the job of re-structuring culture wants doing, and very much 
along the lines suggested by Professor Lynd’s twelve “‘ outrageous 
hypotheses ” given in his sixth, and last, chapter, may go without 
question. Indeed, much of the book is a most attractive blue- 
print, well designed and clearly drawn; let us hope others besides 
social scientists will be found to carry it out. 
P. Sarcant FLORENCE 
University of Birmingham. 


The Study of Society. Edited by F. C. Bartiert, M. GinsBeEre, 
E. J. Linperen, and R. H. Tuoutzss. (London: Kegan 
Paul. 1939. Pp. xii + 498. 10s. 6d.) 


StncE 1935 a small group of psychologists, anthropologists, 
and sociologists ‘‘ known [p. vii] to be actively interested in the 
social implications of their respective fields of work ” has met for 
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discussion twice a year. The need was agreed upon (p. viii) 
“for a survey of existing methods, contributions, and problems 
which might help prospective laboratory and field workers in 
complex societies,” and it was this idea that inspired the pre- 
paration of the present book. 

To an economist it is distressing at the very outset to realise 
the insignificance of economics in these discussions. The number 
of references in the index to the main activities or subjects included 
in the social sciences are as follows : Economic one, political four, 
anthropology eighteen, psychology (measured by all headings 
beginning “ psych-”) thirty. This cold-shouldering applies to 
unorthodox as well as orthodox economics. There is but one 
reference to Marxist theory. Yet, after all, economics is one 
branch of the study of society, and certainly an important branch 
of modern complex societies. Moreover, at least two of the topics 
discussed in courses of economics at the Universities—unemploy- 
ment and industrial psychology—are also discussed in this book. 

The reason for this neglect of economics lies in the fact that so 
much of the book is concerned with methods of investigation 
and that the prevailing methods of economics and of the other 
social sciences are very different. The book is divided into four 
parts. Part I deals with Problems of Social Psychology, but the 
other three parts all include method in their title. Part IT is called 
** Social Applications of Psychological Tests and other Methods,” 
Part III ‘‘ Some Methods of Social Anthropology,” and Part IV 
** Some Methods of Sociology.””’ The methods, wherever applied, 
are, however, essentially the same. There is first the collection 
of data by observation (including eavesdropping), by interview 
(including psycho-analysis), by an apparently casual but actually 
carefully formulated line of talk, by questionnaire (not always 
recommended), by testing on the spot, or by experiment in the 
laboratory ; then comes the summary measurement of the series 
of data collected; and then their interpretation, often by relating 
the summary measures of two or more series. Standard statistical 
_ technique is important both in measurement and interpretation. 
Indeed, Dr. R. H. Thouless considers (p. 152) that “‘ a working 
knowledge of statistical methods should be regarded as an essential 
part of the equipment of an investigator in the social sciences.” 
The method as a whole is perhaps best summed up by Professor 
Ginsberg as (p. 473) what “ Mill called the Inverse Deductive 
Method. In other words, inductive generalisations, whether 
reached by statistical methods or by the comparative method 
should be further verified by deduction from more ultimate laws.” 
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Such being the approach of social scientists generally, as indeed 
of most other scientists, it is not surprising that they have little 
contact with the main stream of economic thought, still pursuing 
Mill’s Direct Deductive Method, usually without the final stage 
demanded by Mill, of verification by specific experience. But 
there is less excuse for the authors ignoring the realistic economics 
that confessedly concentrates on the comparison of organised social 
groups, such as the trade union, the co-operative society, the 
joint-stock company, the cartel, or the combine. Only Professor 
Ginsberg’s article on the problems and methods of sociology 
appears even to approach these institutions that seem so important 
in our time; and even so they seem to take rather a back seat 
(p. 447) as examples of von Wiese’s Abstrakte Collectiva. 

This survey should to some extent prove a useful reminder to 
the economist of the importance of being versed in the other 
social sciences, and of the possibilities and advantages of joint 
research. Dr. O. A. Oeser (Chapter XVI) indicates some of the 
benefits and difficulties in organising a team of specialists 
(including an economist) to study “‘ the whole web of institutional 
and personal relationships involved in Unemployment ”’; while 
some of the social problems of employment, such as the output 
‘“‘ conformity ” of a group, or competition for its leadership, are 
briefly reviewed (Chapter XVII) by Mr. Eric Farmer. Mr. A. F. 
Wells’ survey (Chapter XVIII) of social surveys should also 
find a contact with economists. These contacts are all in the 
sociological Part IV; the psychological chapters, in spite of the 
economist’s continual reference back to incentives for work and 
attractives to move, to consumers’ preferences and conventional 
necessaries, seem still quite out of touch with the economist’s 
background. Many examples are given of co-operation and 
demarcation agreements between specialists, such as (pp. 351-8) 
psycho-analysts and “ folklorists ’; but nothing of the relations 
of economics and psychology. ‘‘ Research upon many of the 
topics considered in the present volume, and upon others as well ” 
is promised in the Preface. Let us hope that in the near future 
something will be said of a division of labour in which 
the economist can share. 

P. SaRGANT FLORENCE 
University of Birmingham. 
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Introduction 4 VEtude de V Economie politique. By G. Prrov. 
(Paris: Sirey. 1939. Pp. 303. 50 fr.) 


Tue first third of this essay discusses the place of economics 
among the social sciences, and more especially its relation to 
sociology. The author is mainly concerned to establish, within 
the field of social studies as a whole, the existence of a determinism 
which shall be compatible with freedom of the individual will, 
and it is perhaps hardly surprising that the determinism upon 
which he relies turns out to be statistical in character. The fact 
that epistemology is out of fashion among economists makes 
these chapters all the more refreshing. 

Turning to economics regarded as one particular social study, 
Professor Pirou is in general agreement with recent writers as 
to the need for clearing the ground both of ethical and of techno- 
logical red herrings, but prefers to limit his subject-matter to the 
study of exchange rather than of consumer choice. That such a 
definition rules out Crusoe economics is, perhaps, a minor matter : 
that the study of subsistence farming or of authoritarian systems 
of distribution would also be excluded from our purview seems a 
more serious defect. 

The latter half of the book deals with the methodology of 
economics. I suppose it is inevitable that in books of this kind 
“the abstract method” and “the positive method ” should 
each have its allotted chapters, and that a now largely out-of-date 
antithesis should continue to be pointed. At any rate, it is pleasant 
to record that the author is, in comparison with some recent 
writers in France and elsewhere, conspicuously temperate and 
fair in handling the Methodenstreit. Indeed, since for Professor 
Pirou “the abstract method” involves homines economici 
perpetually competing perfectly with each other, and apparently 
nothing else, he is distinctly fairer and more temperate towards 
pure theory (as he conceives it) than he has any right to be. 
It is evident from the chapters on “ the positive method,” on the 
other hand, that he has high hopes of the fruitfulness of what used 
to be called the method of concomitant variations. It is note- 
worthy, however, that none of the correlations which he uses as 
illustrative material tell us anything worth while unless and until 
an appeal is made to general considerations of a theoretical 
nature. It should be added that while Professor Pirou has some 
very wise things to say about the collection of statistics, he no- 
where discusses the pitfalls which surround the correlation 
coefficient. 

The final sections are devoted to a brief review of the history 
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of economic thought and to plans for future volumes. The his- 
torical section is brief indeed, but is embellished (like much of the 
book) with a full and excellent running bibliography. How much 
ground the three further projected volumes will cover is by no 
means clear, but it is evident that they will contain a good deal of 


historical and descriptive material. 
; HAROLD BARGER 
Columbia University, 
New York City. 


Faste og Variable Omkostninger. (Fixed Charges and Prime 
Costs.) By TuHorxm Kristensen. (Copenhagen: Einar 
Munksgaard, 1939. Pp. 169. 9.50 Kr.) 


Tuts book, written by a professor in Denmark’s younger 
university (at Aarhus), is devoted to a study of the bearing of the 
cost-structure of a firm of producers on the firm’s policy in the 
matter of price and output. A considered definition (p. 29) 
distinguishes fixed from other costs, in that they arise from the use 
of means of production that are durable in character, and whose 
association with the enterprise concerned is such that their amount 
can be changed only by a process that is not reversible. That it is 
not possible in every case to draw a rigid line between the two 
classes of costs has not excluded the conception from use in the 
formal discussion. In similar manner, the output capacity of the 
equipment of an enterprise is treated as having a maximum limit 
rigidly fixed. 

For one part of the problems examined, where a capacity for 
ready adjustment of the actually existing equipment to the 
requirements of the external situation of the moment is assumed, 
the conception of static equilibrium between the elements con- 
cerned isemployed. The later part of the book discusses, however, 
problems of more systematic adjustment, for which a quasi- 
static balance is deemed insufficient. In those sections, the modi- 
fication of plant, in view of large changes in the scale of output, 
and in market openings, is regarded from a more dynamic aspect. 
The considerations that influence decisions of the responsible 
leaders are examined from both these standpoints. In addition 
to the assembly and criticism of results reached by other writers, 
Professor Kristensen has presented some points of view set forth 
earlier in contributions of his own to current discussion in the 
Review of Economic Studies and in economic publications in 
Denmark, and developments of his later reflections. 

The fact of working in conditions in which a commodity of 
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uniform character and quality is supplied on uniform terms by all 
producers is the characteristic of free competition of which use is 
made. These conditions are compared with those in which 
monopoly of supply is more or less effective. The case of joint 
costs in the production of two or more commodities, by the 
same firm in one and the same productive process, receives special 
treatment. Under the name of duopoly, the problem of com- 
petition between an aspirant to monopolistic power and the last 
surviving competitor is discussed. The latter is shown as under- 
cut, while the budding monopolist is awaiting such reorganisation 
of his enterprise as may bring the rivalry to an end (pp. 113-18). 
The real outstanding problem is that of monopoly, whether in the 
hands of an association with an agreed marketing policy or in 
those of a single enterprise, the volume of output being in either 
case adjusted with a view to the resulting changes of price. 

In the course of examining these problems of imperfect com- 
petition (or of imperfect monopoly), a special interest attaches 
to the relation, to the marginal cost of the corresponding supply, 
of the price that provides the maximum net yield for the mono- 
polist. The expression of this relation in a geometrical con- 
struction will be familiar to readers of Mrs. Robinson’s work on the 
Economics of Imperfect Competition, as will be also the use made 
of this and other geometrical devices in comparing supply and 
price under competitive and under monopoly conditions. Prof. 
Kristensen may intend the construction given by him to serve like 
ends. From the curve of marginal costs, derivative curves are 
obtained by multiplying each of the ordinates by one of a series of 
constants. A series of demand curves, of constant elasticity 
throughout, is imagined, though not shown, as traced across the 
diagram. The intersection of these by the appropriate members 
of the group of derived curves will determine points of equili- 
brium. The author uses for these derived curves the name 
“‘ curves of supply,” but is careful to note that that designation 
has not its ordinary significance (cf. pp. 94-5). They are con- 
ceived as forming the locus of such points of equilibrium for all 
possible positions of the demand curves of a given elasticity. 
It is not improbable that readers of the Economic JouRNAL 
may find the construction given by Mrs. Robinson more fruitful 
than that described above. It is to be noted that no attempt is 
made to show the course of a demand curve of constant elasticity, 
except for e = 1, when its form is that of an equilateral hyperbola 
having the axes of reference as asymptotes, and for e = oc, when 
it takes the form of a straight line parallel to the axis on which 
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quantity of production is measured. The latter comes into the 
problem as the limiting case when monopoly merges into free 
competition. On p. 98 the demand curve of constant elasticity 
is put aside, in consideration of the fact that actual demand 
curves vary in elasticity at different points. The only form 
presented in the diagrams illustrating the book is the rectilinear 
form, and the inclined lines expressing this form are, of course, 
lines representing decreasing elasticity as the price falls and 
the volume of supply increases. 

In the course of the later discussions bearing on the adjust- 
ment cf the productive equipment to developments in the markets 
served, as in the introductory presentation of the problems 
examined, there is presented an informed analysis of leading 
features of the whole problem. The conception to which the 
preceding paragraph relates is carried through into this discussion 
of dynamic problems. The treatment of these problems affords 
promise of further fruitful work in a field clearly congenial to the 
author. 


A. W. Fivux 
Copenhagen. 


An Outline of International Price Theories. By Cut-YuEN Wu, 
with an introduction by Pror. LioneEL Ropsins. (London : 
Routledge. 1939. Pp. viii + 373. 15s.) 


THE circumstances in which this book was written are in 
themselves enough to mark it as out of the ordinary. In the 
words of Professor Robbins, in his introduction, “ It is the work 
of a young Chinese scholar, who is at present trying to maintain 
the traditions of humane culture in the remote fastnesses of 
Western China, into which he and his fellow-teachers have been 
driven by the recent troubles. It was commenced when he was 
a member of the economics seminar at the London School of 
Economics. The main sections were drafted under the shadow of 
impending catastrophy, and the final version has been corrected 
amid the distractions of actual war.” Yet, in spite of, and in a 
way because of, the handicaps under which it was written, the 
book has great merits. The distinctive culture and outlook of his 
race enable Dr. Wu to approach Western economic thought with 
a rare detachment and impartiality. By the incisive clarity of 
his own mind, he gives a penetrating analysis of the many theories 
which he describes, and often shows how apparent contradictions 
between them arise simply from a latent difference in assumptions. 

Dr. Wu begins by stating four lines of inquiry which would be 
No. 197.—voL. L. I 
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pursued by a systematic study of international price theory: the 
relative value of money in trading countries; the general price 
level in each; the price of articles of identical technological 
composition in each; the prices of factors of production, especially 
labour, in each. But, unfortunately, such systematic studies 
have been very rare. Most of the progress which has been 
made in the theory of international trade, as in other branches 
of economics, has been the result of studying practical problems. 
The penalty of this is that each separate work has been concerned 
with some aspects only of the theory, and has often been distorted 
by reference to incomplete or imperfectly observed facts. 

Dr. Wu, therefore, devotes almost the whole of his book to 
the historical examination of a great number of works, beginning 
with the Mercantilists, and ending only with the most recent 
attempts to apply the general equilibrium theory of price to 
international trade. Each theory is considered in its historical 
setting with reference to the facts and problems which gave rise 
to it, and most of these studies, considered as separate essays, are 
excellent. It is difficult to pick out some which are better than 
others, but the chapter on the Mercantilists alone would make the 
book worth reading, and the chapter on post-war transfer con- 
troversies contains a very clear analysis of the “ classical’ and 
‘* Wicksellian ’’ theories of transfer. 

This brings us to our one serious criticism. ‘The numerous 
historical studies, each so good in itself, are not brought very 
clearly into relation one with another, or with the general develop- 
ment of a theory of international trade. The main outlines of 
the theory are sketched in the introduction and then put on the 
shelf until the conclusion, with the result that we sometimes 
find ourselves rather bewildered by the riches of antiquity, like 
one wandering without guidance through a museum. We could 
wish that the plan of the course had been kept more constantly 
in front of us as we went along, and especially that the concluding 
chapter had been more ample, pointing out more clearly the place 
at which we had arrived, and indicating the path which lies ahead. 
But it is only because the author has done so well that which 
he has done, that we are moved to regret that which he has 


left undone. 
E. Victor Mor@an 
Christ's College, 


Cambridge. 
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The Economics of Building. By H. W. Roxstnson. (London: 
P.S. King. Pp. xii + 162. 10s. 6d.) 


Dr. Rosryson’s book is one of great merit. First, because of 
its method; it is one of those econometric applications and 
statistical tests of the schedules evolved by theoretical thought 
which are so particularly needed in the present state of our 
science. Second, because of its subject ; it applies those schedules 
to that sadly neglected corner where the “‘ plumber and general 
contractor ”’ leads his mysterious and exciting life. 

The result of this important undertaking may be described 
as a splendid strategic victory marred by a certain number of 
tactical reverses. The book as a whole is eminently satisfactory. 
In clearly arranged, well-measured steps the discussion is 
advanced, completed, and finally brought together in a summar- 
ising statement which never goes beyond, yet fully takes account 
of, the evidence supplied. On the other hand, there are many 
details with which one feels inclined to quarrel seriously. 

In the theoretical section there is first a description of the 
building industry and its economic setting, with a particularly 
welcome stress on the importance of the institutional factor in the 
building market. Here the author seems actually to underrate 
the importance of his own subject. The building industry 
accounts for no less than 20-2 per cent. of the total increase in 
insurable employment between 1932 and 1937, not 12-5 per cent. 
as he calculates (failing to make allowance for administrative 
changes in the Unemployment Insurance Scheme). Further, his 
statement that the building industry shows “no concentration 
into special areas”’ but is “ distributed largely according to 
distribution of population and industry ”’ (p. 17), is not accurate 
in real life when the industry has become adjusted to a regular 
drift of population and when there is a greatly different amount 
of commercial building to be done. Thus, Professor Florence’s 
location factor for the building industry is as high as 1-5 in the 
South-east and as low as 0-7 in North I and III. Then again, 
after learning of the strictly local character cf the building 
industry, it is surprising to be told that the industry approaches 
“the economist’s perfect competition ” (p 12). 

The next chapter is on the “ Stationary State in Building,” 
in which no addition to the number and types of buildings in 
existence would be required. Eleven formidable-looking 
assumptions define this state, and even these require to be added 
to in the case of commercial building. As Dr. Robinson casts, 
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throughout this chapter, an apologetic eye on the “ person 
engaged in the building industry ” whom he wants to read his 
book (p. 3), and assures him that all these unreal assumptions 
are really necessary and for a good purpose, it is surprising that 
his assumptions seem, in fact, unnecessarily stringent. Surely 
we might admit into the stationary state some internal migration, 
provided only the outflow from any part of the country is not 
higher than the replacement quota of buildings. Surely we 
also could allow changes in incomes, cost of living, and even 
rents (and rates), provided only the movements of these three 
quantities neutralise each other in their effect on the demand for 
house-room, as they are, in fact, quite likely to do. Why, then, 
postulate immobility of population, constancy of income, ete. ? 

Next there is a note on the “ Length of Life of Buildings.” 
But here it seems to us that the building industry is rather forcibly 
adjusted to fit the Procustean bed of the indifference curve. Thus, 
in the end, we have a dogmatic statement like this thrown at us: 
“ As initial cost is diminished, more and more units of building 
activity have to be expended annually in repairs in order to 
keep the house on the same length-of-life indifference curve.” 
We quite see the need for this assumption, in order to obtain the 
convex indifference curves so dear to the econometrician. But 
why should this, in fact, be true ? 

Next, the factors which produce changes in building activity 
are considered, one by one. When evaluating the importance of 
demographic factors, the author seems to go wrong when he 
dismisses the importance of the diminishing size of families for the 
total of building activity (p. 42). He overlooks the fact that 
when such radical changes as we have recently witnessed are in 
process, a substantial part of the building requirements for surplus 
families may be satisfied by the sub-division of older houses, which 
requires much less building activity. When one reads his evalu- 
ation of economic factors, one need not be a Single Taxer to deplore 
his complete neglect of the land factor as a cost element in 
building. The movement of land values is of decisive importance 
for the trade-cycle pattern of building in the nineteenth century. 
Due consideration of this factor invalidates many of the views 
expressed by the writer. 

The theoretical section is followed and duly confirmed by a 
statistical section, with a strikingly gloomy forecast for the future 
of building, obtained from a juxtaposition of objective building 
need and actual building. With this it is difficult to find any 
agreement. First, Dr. Robinson seems to over-estimate the 
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“ objectivity ” of the building need. Building need and actual 
building are not independent. It has been the experience of 
the housing shortage in the ’twenties, and of its subsequent 
relief in the ’thirties, that the number of statistical “‘ families ”’ 
is very much a function of the amount of accommodation 
available. Moreover, all his calculations are vitiated by a 
fantastically low estimate of replacement need. This Dr. 
Robinson puts at 19,500 a year (for England and Wales) since 
1921, and maintains this figure right up to 1960. If we assume 
that replacement demand is about equal to the number of houses 
built, say, in the interval of 60 to 90 years ago, and if we make an 
addition for houses converted into public and commercial 
buildings, the inadequacy of Dr. Robinson’s allowance is 
immediately obvious. Replacement demand is also rising fast. 
The substitution of more realistic figures would make a consider- 
able difference to Dr. Robinson’s results. Dr. Robinson seems 
himself surprised at his low figures (p. 119). But it does not 
occur to him that building need and actual replacement are, in 
fact, closely interrelated, and that for this reason replacement in 
the twenties was temporarily at a standstill. 

There is also, in this section, a piece of unnecessary econometric 
experimentation when we are first shown that income seems 
not a determinant of building activity, only to be told that in 
spite of this negative result income does influence building, after 
all, via rents (which are contained in another “ investment ” 
determinant). Who would expect income to determine building 
otherwise than through rent? Finally, may the reviewer point 
out in self-defence that his own index of house rents for 1850- 
1913 is not, as Dr. Robinson states (p. 98), based on G. T. Jones’ 
index of building cost, and therefore “‘ subject to the same 
criticisms ’’; nor does it involve estimates of pure site rents or of 
the other things which Dr. Robinson mentions. The reader 
should also be warned that something has gone wrong with the 
time axis of the Chart on p. 120. 

This review has been mainly concerned with the tactical 
reverses, and not with the strategic success. It must therefore 
be repeated that the final impression which the book leaves on 
one’s mind is not that of controversial details, but rather of a 
wide and successful analytical sweep which should make its study 


profitable to any economist. 
H. W. SIncER 
The Victoria University, 
Manchester. 
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Price Control Under Fair Trade Legislation. By Ewaup T. 
GRETHER. (London: Oxford University Press. 1939. Pp. 
517. 21s.) 


Or the many experiments in social control which the United 
States has seen fit to embark upon during the past decade, not the 
least important has been the introduction of legislation designed 
to restrict various forms of price competition in the distributive 
trades. Professor Grether’s new book provides a critical analysis 
of these attempts to control competitive practices. It is an 
important and stimulating study and, in spite of the detailed 
American experience on which it is based, deserves to be widely 
read in this country. 

The 1933 amendment to the 1931 Fair Trade Act of California 
permitted manufacturers to enforce resale price maintenance 
against third parties. By 1938 only five states had failed to 
copy the Californian Act which was upheld by the Supreme Court 
in 1936. In addition to these attempts at “ vertical”’ price 
control, California introduced an Unfair Practices Act in 1935, 
which prohibited in certain circumstances price discrimination 
and sales below cost. The 1937 amendment to this Act prohibited 
the use of “ loss leaders.”’ In the Federal sphere these two types 
of price control were legalised by the Miller-Tydings Act of 1937 
and the Robinson—Patman Act of 1936, respectively. 

The Californian experience, which set the pattern forsubsequent 
Fair Trade legislation in other states, is analysed in detail with 
regard both to the legal decisions and to the subsequent behaviour 
of prices under control. The Drug Trade, the Food Trades, and 
a series of trades with and without price controls are accorded 
separate treatment, and a summary of all the State laws relating 
to price competition is given in an appendix. 

Almost one-half of the book is devoted to a general analytical 
treatment of certain aspects of the problems involved in attempts 
to control prices in the distributive trades. Although Professor 
Grether’s definition of “‘ leaders ” and “‘ loss-leaders ”’ is open to 
criticism, his chapter on this subject contains many useful and 
suggestive points and disposes of many popular fallacies. An 
important conclusion is that the “ basis of loss leader agitation 
lies in the conflicts found within the distributive trades,’ the 
primary clash being between “ enterprises with general assemblies 
and those which specialise narrowly.” 

In many ways the most valuable part of the book consists of the 
two chapters in which Professor Grether analyses the conflicts 
of interest between manufacturers and distributors and between 
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different groups of distributors. The importance of this analysis 
lies in the emphasis placed on the bargaining between organised 
groups, with regard to resale price maintenance. “‘ The unique 
aspect of the present movement is the juxtaposition of manu- 
facturers with monopoly rights in their brands and organised 
retailers with monopoly power derived from combination super- 
imposed upon their individual ‘ partial monopoly ’ controls.”” In 
the reviewer’s opinion the most significant conclusion to be drawn 
from Professor Grether’s analysis is that the problem of resale 
price maintenance is explicable primarily in terms of the theory 
of bilateral monopoly rather than in terms of the theory of 
monopolistic competition. The similarity between the attempts 
to enforce resale prices and the attempts of Trade Unions to 
enforce standard rates of wages is striking. General acceptance 
of this view-point would rescue economists from the difficulties 
of searching for an explanation of resale price maintenance in 
peculiarities of consumer demand. 

In any discussion of the desirability, on social grounds, of 
enforcing resale price maintenance, attention must be directed 
primarily to the problem of grading and trade-marking as 
alternative methods of providing consumers with information 
about the goods they buy. Professor Grether emphasises the 
dependence of the whole problem of resale price maintenance on 
the existence of monopoly power in trade-marks, but he appears 
to accept the inevitability of a degree of monopoly power sufficient 
to require Government control and regulation. He makes no 
attempt to inquire how far the trade-mark monopoly—which is, 
as he shows, primarily responsible for the existence of “ unfair ”’ 
competitive practices in the distributive trades—is a necessary 
part of the legal framework in which competitive forces operate. 

Professor Grether condemns all general statutory provisions 
designed to control price competition, but he leaves the (English) 
reader in some doubt regarding the nature and extent of the 
particular trade practices which he considers should be the 
subject of regulation by administrative tribunals. His reference 
to “ bait ” selling suggests that the control he advocates is similar 
to the control of weights and measures—i.e., it involves the 
imposition on some administrative body of the duty of checking 
misrepresentation and fraud. Yet he supports the control of entry 
through licensing where retail margins are maintained, and the gov- 
ernmental enforcement of prices low enough to eliminate monopoly 
profits and the growth of excess capacity. R. F. Fow.er 
London School of Economics. 
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Konzerne und Karielle im Zeichen der “‘ Wirtschaftslenkung.” By 
Fritz Haussmann (Ziirich: Recht und Gesellschaft. 1938. 
Pp. vii + 382.) 

Tue author of this massive study draws his wide knowledge of 
modern industrial combination from the legal side of the 
problem. He was asked in 1931 to prepare for the permanent 
Standing Committee of the German “ Juristentag’’ a Memo- 
randum relating to the ‘‘ Safeguarding of the legal and public 
foundations of Economic Life,’”’ but later political developments 
prevented the publication of his Report. He has rightly 
recognised that the totalitarian development of Germany (and 
other nations) might be interpreted as a step forward towards the 
unification and central guidance of industry and economic life as a 
whole; but apparently he has not succumbed to the fatal error 
that the economic administration of dictatorships has anything in 
common with the principle of national guidance as conceived by 
mercantilists, neo-mercantilists and ‘‘ Staatssozialisten,’’ who were 
anything else than wholesale planners. He is aware, and we are 
thankful to him for demonstrating it, that the conflicting views 
have not abated in regard to the usefulness or less-usefulness of 
central guidance and planning. “The theoretical fight of 
opinions remains. The front only has changed. While formerly 
economic interests were hotly engaged in combating the ‘ socialis- 
ing ideas of planned economy,’ they still think to-day that the 
battle for and against economic guidance will determine their 
final fate.” Indeed, in Germany the agressor against industrial 
“‘ freedom ”’ is no more any “ socialist ” movement, but dictator- 
ship itself, recognising industrial monopolist organisation, but 
trying to subordinate it to its specific interests. 

It is certainly worth while to read what the author has to say 
in regard to the relations—actual and potential—between industry 
and “central guidance.” If he pretends that “since the 
beginning of concerns and cartels the relationship of the State to 
the problems of monopoly has become a fundamental problem of 
the economic policy of the State as such,” this may well be the case 
in the U.S.A. and in Germany, but it can hardly be said to be so in 
England, where apart from a rather incomplete Report on Trusts, 
published 20 years ago, the problem of State versus Industrial 
Combination has hardly yet reached the official limelight. 
Readers, however, should not expect too much from this book in 
regard to such deep and intriguing aspects of cartels. The author 
is well aware of the different circumstances which, within the 
national as well as the international sphere of industrial combina 
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tion, may arise and decisively influence the administrative func- 
tions of the State in this matter. But he has not succeeded in 
demonstrating what the exact limits of such power are, or should 
be, and how far “ central guidance ”’ may be the outcome of aims 
far removed from rational commercial motives. It must, however, 
be noted that he has with care and skill plunged into the vast 
literature on the actual development of industrial combination in 
Germany, England, France, Italy, Japan, Russia and Switzerland. 
This descriptive part appears to be more valuable and instructive 
than the theoretical garland at the beginning and end of the book. 
There is a good bibliography, though the very instructive books on 
Trade Associations by Benjamin S. Kirsh are not mentioned. Nor 
is there an index—a lack much felt in a book dealing with such 
various topics. 
HERMANN LEvy 


Britain’s Economic Strategy. By E. V. Francis. (London: 
Jonathan Cape. 1939. Pp. 391. 12s. 6d.). 


On the cover of this book it is said that “no one... can 
fail to be struck by the efficiency with which Great Britain made 
the transition from a peace to a full-fledged war economy,” and 
that ‘Mr. Francis shows the steps taken over twenty years to 
mobilise our industrial and financial resources against the day 
when they would be required.” Even allowing for the instinct 
both of a publisher and of a journalist-author to dress up their 
wares in a form calculated to appeal to the demand of the moment, 
this conjures up a nightmare vision of history treated from an 
absurd standpoint. Actually this does far less than justice to the 
book, which contains a readable, if not very profound, survey of 
economic developments since 1918 and of Britain’s economic 
“strategy” in a far wider sense than the word suggests in an 
atmosphere of war. We have first the attempts to rebuild a 
world similar to that which existed before 1914—a world based 
in the main on the more or less consistent philosophy of “ liberal- 
ism.” Britain restored the gold standard, maintained something 
approaching free trade, and imposed a minimum of restrictions 
on international lending; in general the Government aimed 
mainly at setting the stage for private enterprise, and intervened 
comparatively little. 

The slump caused this philosophy to become discredited, 
without putting anything coherent in its place. The subsequent 
opportunist and unco-ordinated attempts to influence the market 
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mechanism, typified by the Ottawa agreements and the establish- 
ment of “ self-government ”’ in a number of industries, are given 
a treatment which is well-balanced so far as it goes. Mr. Francis 
does not, however, emphasise sufficiently the fact that the various 
contradictions caused so little trouble mainly because the tide of 
(internal) recovery was running fairly strongly in nearly all 
countries, and thus easing many problems, including that of 
international trade. 

This point becomes more important in the third part, dealing 
with the recession of 1938 and the conditions of near-war and war. 
Far too much stress is laid on the aggressive trade policies of 
Germany and Japan as the cause of our adverse balance of pay- 
ments, as compared with the effects of our own policies in raising 
exporters’ costs. A correspondingly over-optimistic view is taken 
on page 363 of the way in which our exports will now sell 
themselves in markets where German competition has been 
forcibly eliminated. 

On points of detail the book bears the mark of a writer 
accustomed to sacrificing accuracy for speed. Thus on page 51 
we are told that the note issue was limited after the war “ on the 
principle that the minimum circulation for one year should be the 
maximum for the next’”’—a provision which would inevitably 
have been broken on January 1. On page 170 it comes perilously 
near to endorsing the view that the cure for depression lies in 


raising prices by restricting output. 
W. B. Reppaway 


Clare College, 
Cambridge. 


Organised Labour in Four Continents. By H. A. Marquanp and 
Others. (London: Longmans, Green & Co., Ltd. 1939. 
Pp. 518. 15s.) 

Tue strength and policy of organised labour in any country 
are largely determined by historical factors and by the stage of 
political, industrial, and social evolution which the country has 
reached. It is therefore not surprising that this book shows wide 
variations in the organised labour movements in different parts 
of the world. Attention is directed mainly to the “‘ between- 
wars ”’ period from 1920 to 1937. The book thus covers a clearly 
defined stage of development, for, although many countries are 
not engaged in the new hostilities, all are inevitably affected by 
the war, and the effects on labour organisation cannot fail to be 


great. 
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In the period reviewed all countries show in varying degrees 
the struggle between communist elements and the supporters of 
evolutionary and Social-democratic methods. Prominent also 
was the part which trade unions should play in politics and the 
clash between industrial or craft organisation of trade unions 
resulting from mass-production methods in many industries. 
Social legislation became well established as a method of regulating 
and improving labour conditions by contrast with the tentative 
policy adopted before 1914. International relations between 
labour organisations became more frequent, though influence 
on major international issues remained slight. Soviet trade 
unionism and the International Federation of Trade Unions with 
roughly comparable memberships pursued independent policies, 
while the suppression of trade unionism in Germany has had 
important repercussions upon labour’s international policy in 
democratic countries. 

In outlining the evolution of labour organisation in France 
the weakness and disruptive tendencies until 1935 are indicated, 
followed by a brief period of strength at the time of the Blum 
Government. The subsequent collapse is not recorded. 
Professor Roll’s interesting description of the German trade 
union movement reveals its weakness in being too bureaucratic 
and closely linked with the State. Nazi technique before the 
Revolution in drawing workers into the party from the trade 
unions included terrorism as well as attacks on the trade union 
“bosses.”” The destruction of German trade unionism was 
regarded by the Nazi Government as a prerequisite for its warlike 
economic and foreign policies. The Labour Front is dismissed 
as a mere sham, the socialist part of National Socialism is 
described as nothing but demagogy, labour is regimented, and 
real wages have fallen substantially. Professor Marquand 
attributes the peacefulness of British industrial relations in 
recent years to growing State intervention in the regulation of 
economic and labour conditions in industry, which he describes 
as “State capitalism.” In recent years the trade unions have 
rarely acted as organs of the class struggle. The growth in 
prestige and power of the Trade Union Congress is indicated. 

The Italian corporative system is described, and it is claimed 
that the influence of the workers’ organisations is considerable, 
but social welfare work is stated not to have attained the standard 
suggested in official speeches. Sections of the book deal with 
Norway, Sweden, and Denmark, and it is shown that the 
Communist orientation of the Norwegian trade union movement 














124 THE ECONOMIC JOURNAL [MARCH 


has at times prevented full co-operation between the workers 
of these countries. Mr. M. H. Dobb gives a valuable account of 
trade unionism in the Soviet Union, which he uses effectively 
to illustrate the problem of the réle of the trade union movement 
in a Socialist State. He shows that real wages rose considerably 
during the second Five Years’ Plan, though the unions gave more at- 
tention to increasing labour productivity than to increasing wages. 

For the United States, Professor Pearlman gives a valuable 
review of phases of development, with economic salvation through 
scientific management during the 1920’s and “‘ welfare capitalism ” 
under which labour organisation, except in the form of the 
company union, would be unnecessary. The revival of trade 
unionism under the friendly New Deal Administration, the 
emergence of the conflict between craft and industrial unionism, 
recent strikes and methods of settling disputes are described. 
It is claimed that the obsession of mechanisation, leading to the 
assumption that labour must become only an unskilled factory 
proletariat, is an entirely unwarranted survival from early 
Marxism. The chapter on Canada indicates the extent of British 
and U.S. influence on the trade union movement, while the 
existence of Catholic and Non-Catholic unions is noted as unique 
in Anglo-Saxon countries. 

The world tour is completed by visits to Mexico, where the 
labour unions have been largely financed by political personages 
or the administration in power, with the result that the movement 
has usually been the tool of party politics, to Australia, which 
Mr. Lloyd Ross claims to have perhaps the highest percentage 
of trade unionists in any capitalist country, and finally to Japan, 
for which Mr. Ayusawa gives a useful account of the trade union 
movement, revealing its difficulties and its numerical and other 
weaknesses. The book provides an interesting survey, and 
brings together in convenient form a mass of valuable information. 

J. Henry RicHaRDSON 
University of Leeds. 


Workmen's Compensation. Volume I. By A. Wiutson and 
H. Levy. (London: Oxford University Press, 1939. Pp. 
328. 10s.) 


THE authors of this work have written a very useful intro- 
duction to a very complicated subject. This first volume is 
primarily historical and informative; but the history is told, and 
the information imparted, in a highly critical vein. It is evident 
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that the authors will not be content with less than a very radical 
reconstruction of the whole system on which compensation is now 
paid for industrial accidents and diseases. It is also evident 
that they do not believe that the various committees which have 
inquired into compensation law generally, or into such special 
aspects of the subject as the establishment of a State insurance 
scheme, have based their reports upon an impartial and considered 
review of the evidence submitted to them. The Holman Gregory 
report of 1919 is subjected to particularly severe criticism; and 
it is freely suggested that the members of this Committee suffered 
from prejudice, and from ignorance of the social environment in 
which the Acts operate. 

Whether or no these charges are justified, this book is vivid 
evidence of the appalling mass of complexities, anomalies and 
inadequacies which make up the present law. Workmen’s Com- 
pensation was the first of our social services; it is, in fact, 
hardly a social service at all, since it dates back to a period when 
such services were unknown. It is quite obvious that no one 
would tackle the job of providing for the compensation of injured 
workers in the middle of the twentieth century in the way that 
the problem was conceived in the eighteen-nineties. At the time 
of the first Compensation Act the simple and inexpensive 
administrative machinery used for the determination of claims 
under the Unemployment Insurance Acts had not yet been 
invented; and the twin beliefs that all State institutions are in- 
competent and unenterprising, and that all working people are 
incurable malingerers, had not experienced the salutary shocks 
of the past forty years. Hence the cases of workmen fobbed off 
with a fraction of their rights by insurance officials; and hence 
the incredible tangle of litigation which the authors of this study 
expose. 

In their promised second volume Sir Arnold Wilson and 
Professor Levy are to indicate their own view as to the best way 
out of the present confusion. From the first volume it is, how- 
ever, already apparent that among the changes which they regard ° 
as particularly urgent the following must be included: the 
appointment of a Commissioner with wide powers over the whole 
administration of compensation for industrial accident and 
disease; the introduction of compulsory insurance; and the 
establishment of adequate opportunities for medical and surgical 
treatment of all kinds for those who become casualties in the 
armies of industry. BaRBARA WOOTTON 


London. 
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Punishment and Social Structure. By G. Ruscue and OQ. 
KimcHHEIMER. With a Foreword by Thorsten Sellin. 
(New York: Columbia University Press. 1939. Pp. xiv + 
268. $3.00.) 


Tuts book is the first of a new American series to be produced 
by the International Institute of Social Research, a body of 
German scholars in the social sciences now established in New 
York. Their previous publications in German have led one to 
expect from them work that is not only of a high quality but 
also of an original and adventurous character. The present 
volume lives up to the standard set by its predecessors. It 
contains a quantity of material gathered from a wide range of 
sources which bear testimony to the erudition of the authors. 
The problem studied is important and extremely difficult to 
handle, and it is treated from an unfamiliar angle. The authors 
have been bold, and boldness carries a penalty, in the form of 
criticism of methods and results, criticism which is quite 
compatible with gratitude for what has been achieved. 

The theme of the book is expressed in the Introduction. 
“The transformation in penal systems cannot be explained 
only from changing needs of the war against crime, although this 
struggle does play a part. Every system of production tends to 
discover punishments which correspond to its productive relation- 
ships.” Actually the correlation dwelt on in the book is that of 
the penal system with the state of the labour market rather than 
with the system of production. It is pointed out that, when there 
is a surplus of labour, life is cheap and there is no incentive to use 
the penal system either for the direct profitable employment or 
for the training of labour. Punishment tends to be savage and 
repressive. When labour is scarce it is precious, and the penal 
system sets it to work in prisons or galleys or colonial settlements 
or trains it to higher efficiency in Houses of Correction. The 
periods of surplus population are the later Middle Ages and the 
carly nineteenth century. The period of shortage is the age of 
Mercantilism. The arguments are well supported by evidence, 
provided one allows sufficient weight to the fact that, in periods 
of surplus labour and consequent unemployment, crime tends to 
increase and thus to provoke repressive penal measures. 

But the authors try to press their point too far and to make 
everything fit in too neatly. They are certainly right to bring 
Poor Law policy into the picture, but they are not entirely 
successful in disentangling the complicated issues that result. 
And when they come to the nineteenth century, with its stream of 
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conscious theorising about punishment, the simple correlation 
between penal methods and economic systems breaks down. In 
spite of an interesting chapter on penal policy under Fascism, the 
latter part of the book is unsatisfactory. For instance, solitary 
confinement is represented as an attempt to make imprisonment 
repressive in a period of surplus population and a depressed 
standard of living. It was followed by greater leniency in the age 
of “relative prosperity.” The English historian who realises 
that the former is typical of the mid-Victorian Golden Age and 
the latter of the Great Depression and the post-war slump has 
some difficulty in accepting the argument. 

One chapter is devoted to establishing the thesis that penal 
methods have no visible effect on crime rates. The thesis is 
probably true, but the figures are rather violently tortured to 
give it extra support and the task of relating the comments to 
the tables is made more difficult by errors of printing. In Table 
27 the figures of total imprisonments seem to have been put as 
a percentage of prosecutions instead of convictions, and in Table 
29 a figure that should, apparently, be 8 has twice been printed 
as 18. Also, the authors assume all through that, if punishment 
had any effect on crime rates, that effect would be exactly 
contemporary with the system of punishment. It is worth 
considering whether one might not expect a lag, in which case 
some of their figures would tell against their argument instead of 
supporting it. 

T. H. MarsHati 
London School of Economics. 


On Agricultural Policy, 1926-1938. By Josrru 8. Davis. (Food 
Research Institute, Stanford University, California. Pp. 
viii + 494. $3.00.) 


In this book Dr. J. 8. Davis has collected some of the addresses, 
articles and portions of books that he has written since 1932 about 
agricultural problems and policies. He deals with American 
policy, but his evaluation of many of the measures adopted can 
be applied to a number of countries besides the United States, 
which have attempted or contemplated similar actions. The 
book suffers from the repetition usual to collections, but it would 
be most unfortunate if economists, agriculturists and, perhaps 
above all, politicians, were to be thereby discouraged from reading 
it. For Dr. Davis applies to agricultural problems a mind which 
is both lucid and penetrating, so that none who read his articles 
can have any excuse for holding or stating in future the sloppy 
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arguments too often put forward as justification for various forms 
of assistance to agriculture. Selection is difficult, for every 
article has something in it, and nearly always something of value, 
which is not to be found in any other one article. For the benefit, 
however, of those who cannot manage the whole book, I would 
suggest in particular the following articles :—Number I, dealing 
with the disappearance of any danger of a food shortage; Number 
II, putting the view that the numbers of people employed in 
agriculture must decline; Number VI, discussing the measures 
which should or should not be taken in such a situation; Number 
XIV, summarising the causes of the crash in wheat prices after 
1929; Number XIX, describing the philosophy implied in the 
Agricultural Adjustment Act of 1933; Numbers XXII, XXIII 
and XXIV, evaluating some of the policies adopted under this 
Act in its first two years of operation; and Numbers XXVIII and 
XXXII], criticising agricultural policy as it developed in 1937 
and 1938. 

While the book is a collection of articles, it yet has a central 
theme. The first article shows how Sir William Crookes’ threat 
of a coming dearth of food has been falsified by improving 
technique, a conclusion upon which Dr. Davis bases his chief 
argument that a transfer of workers from agriculture to industry 
should be encouraged, not deplored. ‘“ That way progress lies, 
I believe, and not in attempting, like Canute, to turn back the 
tide, not in subsidising farmers, directly or indirectly, to stay 
on the farms to be solid citizens and breeders for the nation. . . . 
We need farmers and we shall have them, but we need farmers 
who are on the farms because they fully pay their way and choose 
that life, with its mixture of financial and intangible returns, 
because they prefer it to industry, trade, or the professions ” 
(p. 85). 

Dr. Davis, however, is not an advocate of laisser faire 
He believes that readjustment in agriculture is required, and that 
the State can do much to help the farmer to undertake 
the necessary changes. He approves 2 number of the measures 
taken in the United States, but attacks others, from the proposal 
for a Farm Export Debenture Plan to Mr. Secretary Wallace’s 
latest scheme for an “‘ Ever Normal Granary” in conjunction 
with production control. As American ‘arm policy developed 
from the depression of 1932 and 1933 throughout the years 
of recovery he becomes increasingly critical. Subsidies of one 
form and another, which he approved in the slump, when he 
believed drastic measures should be adopted at once, even though 
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they were not adequately thought out, seem to him less and less 
desirable in the comparative prosperity of 1936 and 1938. “‘ With 
the emergency clearly ended, the striking fact is that the Federal 
Acts of 1936 and 1938, ostensibly designed as permanent measures, 
go far beyond those that were ostensibly designed to cope with 
extreme emergency” (p. 460). He believes that since it can be 
carried out by no other means, “the drift of our agricultural 
policy is plainly toward regimentation of farmers ” (p. 474), and 
thinks that farmers will ultimately rebel and that “an un- 
necessary crisis is already in the making ”’ (p. 478). 

He concludes that, while “ there is no longer rational excuse 
for major blunders in national agricultural policy” those who 
could prevent it will probably not be used “so long as dreams, 
hunches, and political considerations determine the main drift 
of our agricultural policy” (p. 479). Unfortunately it is not 
only in the United States that this is true. 


RutH CoHEN 
Newnham College, 


Cambridge. 


Australian Standards of Living. By F. W. Eaeuxston, E. R. 
WaLKER, G. ANDERSON and J. F. Nimmo. (Melbourne 
University Press; London: Humphrey Milford. 1939. Pp. 
193. 10s.) 


Tuts is a collection of studies published under the auspices 
of the Institute of Pacific Relations. They all deal with some 
aspect of the general problem of living standards, but the con- 
nection between them is very slight, and each must really be 
considered on its own merits. 

Mr. Eggleston has a promising theme, though he has not made 
as good use of it as he might have done. Economists rightly 
emphasise that men’s incomes are determined in the main by 
what the market allows them to get, rather than by what they 
would like to have. Nevertheless individuals, groups and nations 
do in various ways come to consider themselves entitled to a 
certain standard, and this idea does affect their actions, both 
in the political field (domestic and international) and in such 
matters as trade union action. Thus the concept comes to have 
a dynamic influence on various branches of social life. 

The weakness of Mr. Eggleston’s treatment is that he omits 
any discussion of what determines the standard to which men 
consider themselves entitled; the restraining influence of market 


forces is ignored, the whole thing being apparently quite — 
No. 197.—voL. L. 
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He also puts forward extremely “ mechanistic ’”’ propositions 
about the relationship -between population growth, standards 
of living and the available resources. These lead him to approve 
of the imminent decline in the British population and assert 
that “‘ there is no reason to believe that when the over-population 
is reduced the birth-rate will not adjust itself ”’ (p. 34). 
Professor Walker’s contribution is designed mainly to show 
that various popular ideas about the connection between living 
standards and international trade or migration are either fallacious 
or at least unimportant. Such work is undoubtedly necessary, 
particularly as a defence against an orgy of tariffs supported by 
the crude “ coloured labour” scare, but it is almost bound to 
make rather depressing reading. To be effective the arguments 
should be hedged about with a minimum of minor qualifications, 
but Professor Walker’s whole attitude is so cautious and negative 
that he is unlikely to shake the faith of many worshippers of false 


gods. 
Mr. Anderson gives a comprehensive and up-to-date survey 


of the Australian system of wage-fixation. Much of it inevitably 
deals with matters familiar to all students of the subject, and for 
this reason (if for no other) the author might well have devoted 
a larger proportion of his space to a discussion of the conflicting 
principles which have governed the various decisions. Should 
wages be based on the needs of the worker or on what industry 
can pay? And how can we make any real sense of the former, 
whatever family unit may be officially adopted, without a system 
of family allowances? These questions are clearly all-important, 
and we should have liked an account of the various courts’ 
efforts to answer or evade them. 

In his first contribution Mr. Nimmo applies the methods 
evolved by the 1929 Committee of Inquiry to assess the effects 
of the tariff, this time for the year 1932. Comment on this 
chapter must inevitably be very similar to that on the original 
report, though we might have expected Mr. Nimmo to have 
profited by earlier criticisms, and so avoided using the expression 
** standard of living ” sometimes to mean “ average real income ” 
and sometimes “ level of real wages.” It is theoretically possible 
that under free trade Australia would have been unable to main- 
tain so large a population without a reduction in real wages, 
unless some other means had been found of (in effect) taxing rents 
in the export industries; but it is highly misleading to state 
this proposition with the ambiguous expression “standard of 
living ”’ substituted for ‘‘ real wages.”” One would also like to ask 
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Mr. Nimmo what exact meaning we are to attach to his calculations 
of the rise in prices, etc., due to the tariff when he has himself 
pointed out that they are based on assumptions as to population 
and real wages which he considers contradictory (cf. pp. 116 and 
125). 

Finally Mr. Nimmo finds a field for his great and painstaking 
statistical ingenuity which is less beset with theoretical difficulties. 
His comparisons of the consumption of Australian wage-earners, 
both as between different years and as between different states, 
are of great interest, even though they are inevitably subject to a 
considerable margin of error. 

W. B. Reppaway 
Clare College, 
Cambridge. 


The Economics of Soviet Agricultwre. By L. E. Hussarp. 
(London: Macmillan. 1939. Pp. xii + 316. 12s. 6d.) 


Despite the industrialisation undertaken in recent years, the 
U.S.S.R. is still a predominantly agricultural country. The 
rural population represents so overwhelming a proportion of the 
whole that the success or failure of any policy must be judged 
very largely by its effect on their productivity and well-being. 
Attention has, however, been mainly directed to industrial 
developments, so that Mr. Hubbard has ample justification for 
attempting to redress the balance by a systematic study of Soviet 
agriculture. 

For purposes of review the book may be divided into two parts. 
The historical and descriptive chapters deal with relatively non- 
controversial matters, and Mr. Hubbard has performed a not 
very difficult task with competence. The general outline of the 
story is familiar, but it is very useful to have a connected account 
of the passage from serf to collective farmer. Mr. Hubbard 
rightly emphasises the progress which was being made in the pre- 
war decade; the peasant’s lot was still a hard one in 1913, but 
comparisons with ‘“‘ pre-war ”’ are all too often based on conditions 


ruling in the 1890's. 
In the statistical and analytical chapters, however, Mr. 


Hubbard ventures on to much more difficult and controversial 
ground. He seeks not merely to describe the policy pursued, 
but also to judge how far it has been successful. This involves 
two main questions. Has the real income of the average collective 
farmer increased? And, perhaps more fundamentally (since 
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the fruits of a successful policy might have been diverted to the 
industrial workers), has his labour become more productive ? 

One may say at once that the blame for the unsatisfactory 
nature of the answers rests primarily on the Soviet authorities, 
The investigator is hampered at every turn by their failure to 
publish important statistics, some of which they must possess, 
and by the conflicting and confusing nature of those they do 
release. A continuous series of comparable and reliable figures is 
like an oasis in a desert—and one might extend the analogy by 
referring to the large number of mirages. 

Nevertheless it must be confessed that Mr. Hubbard does 
not seem to have the sort of statistical ingenuity needed to join 
odd snippets of information together and make them into a 
coherent picture. The statistics in Chapter XVII about the 
income of collectivised peasants provide a good test case. Mr. 
Hubbard starts (p. 170) by setting out the results of a large-scale 
investigation into the amount of food which they receive from 
the farm as dividends in kind. He then points out (p. 173) that 
they also obtain food from their private allotments, and gives 
figures for a minute sample (181 households) designed to show 
the respective importance of the two sources. Clearly the vital 
point is to know whether these households are likely to be 
representative, but Mr. Hubbard gives us no guidance whatso- 
ever; he does not even make the simple test of comparing the 
respective amounts of grain, potatoes and vegetables received 
from the farm with the general average. Actually the sample 
shows twice as much grain and half as much of the others. 

The next step is to value the grain received as dividend at 
55 roubles per worker, by using the Government’s purchasing 
price for compulsory deliveries of “about 10 roubles per 100 
kilos,! ’’ although it is pointed out on p. 185 that these deliveries 
are “generally and appropriately referred to as a tax in kind,” 
because the price paid is so low. Clearly such a price is quite 
zseless as a measure of tne value of grain which the worker will 
largely consume himself. Nevertheless Mr. Hubbard cheerfully 
adds the 55 roubles to the average money dividend of 154 roubles 
as found on p. 175 from the returns of seven small rural districts 
(named, but not described). He does this despite the fact that 
on the very same page (176) he records, on the basis of another 
minute and undescribed sample, that the average household 


1 On p. 189 the Soviet authorities are blamed for not publishing any of the 
prices paid for compulsory deliveries. Apparently they have no monopoly of 
contradictory information. 
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received 390 roubles for that part of the grain which it chose to 
sell. 

The figures for this last sample are primarily designed to 
show how small a proportion of the kolhoznik’s income comes 
from his labour on the kolhoz, but they refer only to his money 
income, and the author’s conclusion depends largely on the 
assumption that these people received from the farm the same 
(abnormally) low proportion of their produce (other than grain) 
as was the case with the first small sample. 

The statistics in this chapter are not combined into any sort 
of summary, and altogether they can hardly be said to throw 
much light on the position, except to show up the immense 
variability of incomes as between different farms. This point 
is of real importance ; one can hardly imagine the creation of 
such a state of affairs being tolerated in any country where 
equality of treatment for individuals was valued at all highly. 

Mr. Hubbard’s investigation of the productivity question 
shows that it is primarily output per unit of labour, and not total 
output or output per acre, which has benefited as the result of 
mechanisation. He rightly insists that allowance must be made 
for the expenditure on fuel, upkeep of tractors, etc., but his 
attempt on p. 261 to prove that the cost of these outweighs the 
apparent gain in productivity depends on a valuation of benzine 
in terms of grain based on the official price of the latter. A more 
legitimate criticism of the mechanisation policy would be to say 
that it was unwise to invest large sums in labour-saving equip- 
ment until after the surplus of rural labour had been absorbed 
into industry. Disguised unemployment is a phenomenon of 
long standing—on p. 59 Mr. Hubbard describes the maintenance 
of agricultural output up to 1916, despite the mobilisation of 
men and horses. A valuable appendix deals with its present 
magnitude. W. B. Reppaway 

Clare College, 
Cambridge. 


An Essay on India’s National Income 1925-29. By V. K. R. V. 
Rao. (London: Allen and Unwin. 1939. Pp. 173. 6s.) 

A City in Transition. By C. W. Ranson. (Madras: The 
Christian Literature Society of India. 1938. Pp. vi + 276. 
Rs. 2.8.0.) 

The Man Behind the Plough. By M. Azizo~t Huque. (Calcutta: 
The Book Company. 1939. Pp. xx + 386. Rs. 5.) 


Ir was most appropriate that Dr. Rao should have won the 
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prize founded by the citizens of Bombay in memory of Dr. 
Dadabhai Naoroji with his admirable essay on India’s national 
income, for the first of the many attempts to estimate that income 
was made by Dr. Naoroji in 1876. Dr. Rao gives a list of thirteen 
others, ending with the one made by the Simon Commission in 
1929 and varying from the Rs. 18 per head of Mr. Digby for 
1899 to the Rs. 116 of Mr. Findlay Shirras for 1922. He has 
profited greatly from a careful study of the work of his predecessors, 
which has shown him the numerous pitfalls that await the investi- 
gator in a country in which statistical data leave so much to be 
desired as they do in India. No census of industrial production 
has yet been held, and there are elements of varying degrees of 
uncertainty in all the three factors that enter into the estimates 
of agricultural production which, according to Dr. Rao’s figures, 
contributes well over half India’s total income—Rs. 1290 crores 
out of Rs. 2301 crores. The annual statistics of the yield of crops 
in India are based on the formula :— 

Standard yield x state of the crop for the year expressed in 
terms of a percentage of the standard yield x cultivated area 
under the particular crop. 

The statistics of areas sown with the various crops reach a 
high level of accuracy, except for the permanently settled tracts 
which have no suitable reporting agency. The standard yield is, 
as Dr. Rao says, based on figures compiled for the Famine Com- 
mission in 1880, brought up to date by crop-cutting experiments. 
But he is wrong—it is the only mistake of fact we have dis- 
covered in his book—when he says that these experiments are 
carried out on selected Government farms. It is obvious that 
the conditions on such farms, where cultivation is carried on with 
a high degree of efficiency, would be anything but a correct index 
to the state of the ordinary cultivator’s crops, and considerable 
care is taken to ensure that the fields selected for the experiments 
are really representative. Even so, the methods adopted and the 
agency employed in carrying out the experiments have been the 
subject of criticism, and the Royal Commission on Agriculture 
in its report of 1928 made several suggestions for improvement 
in both respects. Thé weakest link in the formula is the standard 
yield. This is worked out from the reports of village officers, who, 
for reasons deeply embedded in India’s past, take a notoriously 
pessimistic view. Dr. Rao thinks that individual errors cancel 
themselves out and the Agricultural Commission held that the 
pessimism of the village accountant was a constant factor which 
it was not difficult for the higher authorities to correct. That 
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it was not corrected in the period covered by Dr. Rao’s study is 
clear from the figures he gives for the cotton and jute crops. 
It is possible to check the official statistics for these crops by the 
figures of export, mill consumption and extra-factory consump- 
tion compiled by the Indian Central Cotton Committee and the 
Indian Jute Mills Association. For Dr. Rao’s period, the Cotton 
Committee’s figures exceeded those given in the agricultural 
statistics by 12 per cent. The excess in the case of jute was 3 per 
cent. Dr. Rao has supplied the necessary correction for these two 
crops but has not been able to do so for other crops for which 
it was presumably equally necessary. His estimate of agri- 
cultural production must, therefore, be regarded as an under- 
estimate. 

No part of his estimate seems at first sight more vulnerable 
to criticism than that of the income from livestock, for he explains 
that, in the absence of official data on the subject, the figure he 
has adopted for the average yield of milk is based on personal 
discussion with the officers of a single Agricultural College, who 
could obviously only speak for their own province, and on estimates 
made in a publication of the All-India Cow Conference. More 
authoritative evidence would seem required in respect of an item 
which ranks second only in importance in India’s balance sheet 
to the income from agriculture. It should, therefore, be very 
satisfactory to Dr. Rao to find that his results should so nearly 
coincide with those subsequently reached by experts in this line. 
He places the income from milk and milk products at Rs. 308 
crores. Dr. Wright, in his report on the Development of the 
Cattle and Dairy Industries in India, published two years ago, 
places it at Rs. 293 crores. 

Even when allowance is made for some under-estimate of 
the value of agricultural produce, the figure of Rs. 77-9 per head 
per annum at which Dr. Rao arrives can only be out by a small 
percentage. It is small enough in all conscience, and there is 
little satisfaction to be derived from his conclusion that India is 
not growing poorer in an absolute sense, as the national income 
appears to be increasing yearly by about 1 per cent. 

Dr. Rao says that his investigations have convinced him of 
the necessity of ad hoc studies to supplement published data. 
Two such studies have appeared almost simultaneously with his 
own book, one of urban and the other of rural conditions. To the 
present writer, who lived for many years in Madras, Mr. Ranson’s 
study is of special interest and he can vouch for its general 
accuracy. Madras celebrated its tercentenary this year and is, 
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therefore, comparatively a newcomer among Indian cities. Sprawl- 
ing as it does some ten miles along the coast of the Bay of Bengal, 
it has to a greater extent than any other large city in India 
retained many of the characteristics of village India. It has about 
650,000 inhabitants, but is not a big industrial centre and is not 
likely to become one, though it has some large cotton mills, and 
small factories are springing up with some rapidity. Mr. Ranson’s 
book is a model of the way in which the results of inquiries such 
as his should be presented but it is unfortunate that his figures 
are not up to date. The results of the inquiry conducted by the 
Government of Madras in 1938 into the family budgets of industrial 
workers were not available when he was writing his book, and he 
had to depend to a very large extent on evidence supplied to the 
Royal Commission on Indian Labour ten years ago. The book 
reveals very vividly the nature of the problems which have still 
to be solved by municipal administrators in India. Some of 
them, such as that presented by the drainage of a city which 
lies only a few feet above sea level, are special to Madras, but the 
high death rate, the terrible lack of adequate housing for the 
greater part of the population and the beggar nuisance it has in 
common with almost every other city in India. The “ city 
fathers ” of Madras should find Mr. Ranson’s book most helpful. 
Mr. Azizul Huque, Speaker of the Bengal Legislative Assembly, 
and Vice-Chancellor of Calcutta University, draws an even more 
depressing picture of rural Bengal than Mr. Ranson does of Madras. 
In spite of the facts and figures with which he overwhelms his 
readers—there are eighty-two tables in his book—one cannot 
but think that he has somewhat over-stated his case. He esti- 
mates that the income of an agricultural family in Bengal is 
Rs. 170 per annum in normal times. Once in ten years, when a 
normal crop coincides with prices at their highest, it may rise to 
Rs. 276. Against this, his estimate of the barest minimum 
expenses is Rs. 293, which may go up to Rs. 319 with a rise in the 
price of staple food. It seems obvious that, if every agricultural 
family in Bengal has an average annual deficit of well over 
Rs. 100, there would long ago have been a complete breakdown 
in the agricultural system of the Province. Mr. Azizul Huque 
would seem to have overlooked two points. One is the unre- 
liability of the agricultural statistics of a permanently settled 
province. The other is the benefit the rural population must 
derive from the fact that Bengal possesses two great centres of 
industrial activity, Calcutta and the coal-mines. 
From the length at which Mr. Azizul Huque discusses the land 
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revenue system of Bengal, it is evident that he would lay no small 
part of the ills from which the Province suffers to the charge of 
the landed class created by the Permanent Settlement, and indeed 
its record is not a creditable one. Rack-renting, the imposition 
of illegal cesses, subinfeudation carried to a degree unknown any- 
where else in the world, absenteeism, extravagance, complete 
absence of any attempt to raise the standard of husbandry— 
even this lengthy list does not exhaust the indictment. Mr. 
Azizul Huque offers no solution of the problem, possibly because 
he prefers to await the report of the Committee presided over 
by Sir Francis Floud which is at present investigating it. He 
admits, however, that the total abolition of the Permanent 
Settlement would not, by itself, transform the face of Bengal. 
To a greater extent than any other part of India, it depends on 
one food crop, paddy, and on one money crop, jute. Seven- 
eighths of its cultivated area is devoted to the cultivation of 
paddy, but, even so, it requires a net import of about half a 
million tons of rice to feed its 52} million people. The advantages 
it derives from its monopoly of jute are largely destroyed by the 
inability of the cultivator to hold his own against the mills and 
the middlemen. Mr. Azizul Huque’s conclusion—not stated as 
sharply as one could wish—would seem to be that, whilst changes 
in the land-revenue system might improve his lot, it is in more 
intensified and diversified agriculture that in the main lies the 
hope of the man behind the plough in Bengal. 
F. Noyce 


State Banks for India. By ANwaRr IQpaL QuREsHI. (London: 
Macmillan. 1939. Pp. viii + 246. 12s. 6d.) 

Whither Rupee? By BirENDRANATH GaANGULI. (Delhi: S. 
Chand. 1939. Pp. x + 165+ xi. Rs. 3.) 


THE authors of the three books reviewed immediately above 
will rub their eyes in amazement at the arguments adduced by 
Professor Qureshi in support of his contention that the establish- 
ment of State Banks in India would cure a large proportion of 
India’s economic ills. ‘‘ There is a will in the country to save,” 
he writes, ‘‘ and all that is lacking is the power of persuasion to 
make them to invest these savings.”” Dr. Rao, Mr. Ranson and 
Mr. Azizul Huque may well ask him where savings are coming 
from in a country the average income of which per head is well 
under Rs. 100 per annum. Professor Qureshi brushes aside all 
objections in iordly fashion. Those who see dangers in the 
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establishment of State Banks are told that they are either “ utterly 
ignorant or hypocrites of the first degree.” Professor Qureshi’s 
investigations into the working of State Banks in Australia, New 
Zealand and South Africa and of the Farm Credit Administration 
of the United States—his detailed account of which is the most 
valuable part of his book—has convinced him that similar banks 
have only to be established in India to be an immediate success, 
He entirely overlooks the differences between the economic 
conditions of the large-scale farmers in the advanced countries 
he visited, with their high standard of living and those of the 
poverty-stricken millions of India’s peasantry. The mere estab- 
lishment of banks cannot in itself create savings. A far more 
fundamental reorganisation of India’s economic system is re- 
quired for that. Professor Qureshi’s suggestions as to the lines 
on which State Banks should be run are, in general, sound enough, 
though one trembles to think of the losses that would be incurred 
if his recommendation that branches should be established in 
every town with a population of 5000 or over were accepted. 

For a book published by Messrs. Macmillan and Co., the book 
is remarkably and regrettably full of misprints. 

Professor Ganguli’s little book deserved a better fate than 
publication at this juncture. The outbreak of war will almost 
certainly have a profound effect on the problem with which it 
deals, and no useful purpose would, therefore, be served by dis- 
cussing at length his arguments, based on the experience of the 
last eighteen months, in favour of allowing the rupee to find its 
natural level, not necessarily the 1s. 4d. which has become almost 
a fetish with the advocates of devaluation. In other circum- 
stances, these would have merited careful consideration for 
Professor Ganguli has succeeded in raising the controversy from 
the political slough in which it has so long been bogged. It is 
refreshing to find an Indian economist who has the courage to 
tell the Working Committee of Congress that its recent resolution 
on the subject did not state the issues clearly and also that exports 


of gold are not in themselves an economic disaster. 
F. Noyce 


Das polnische Genossenschaftswesen im wpolnischen Staat. By 
I. Swart. (Leipzig: S. Hirzel. 1938. Pp. 236.) 


“ Nations,” says Arthur Young, “figure by comparisons,” 
and such comparisons are, of course, the skeleton of the wealth of 
nations. In this able study of the Polish Co-operative Movement 
in the State of Poland we are in a different type of comparison— 
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namely, comparisons between the co-operative performance of the 
four different areas—German, Austrian, Polish, and Russian— 
which composed post-war Poland. Dr. Swart’s scholarship is 
above reproach. Each phase of the movement in time, space, 
and type is examined and compared : the time sequence of pre- 
war, war, post-war, inflation, deflation, depression, and recovery ; 
and the several geographical types—the strong, self-governing, 
large-scale co-operation of German Poland, with its Schulze- 
Delitzsch tradition, the agricultural co-operation of the Raiffeisen 
type among the peasant proprietors of Galicia, the embryonic co- 
operation of Russian Poland, and the highly interesting and 
original co-operation of Congress Poland, or, as we may term it, 
of Polish Poland. It is this last section which is least known to 
English students, and it consists of three main types :— 

1. A composite type of co-operation, reminiscent of Hangya 
in Hungary, and known in Prussian Poland as Rolnik, which has 
stores, bakeries, shops, and productive undertakings, and is to 
that extent a consumers’ movement, but also has departments for 
the provision of agricultural material and the sale of agricultural 
produce, and is to that extent a producers’ movement. This 
composite structure serves the rural population, and Dr. Swart 
has to remind us at every turn that owing to the persistence of 
subsistence farming, which increases as one moves from west to 
east, the amount of commercial agriculture is very restricted. 

2. Next in importance is the lively consumers’ movement, 
which has in Spolem a C.W.S. and Co-operative Union in one 
(as in Switzerland). And here it is pleasant to notice the closeness 
of the post-war contact between the consumers’ movements of 
England and Poland. In thus helping the Polish movement, the 
C.W.S. carried on the great tradition of Rochdale, which inspired 
in turn the consumers’ movement of Switzerland, of France, 
and above all of Germany before the war, or, as we must now, 
alas, say, before the war of 1914-18. 

3. The Housing and Building Societies. Canadians are 
familiar with the way in which Polish workers in the mines or 
railroad service cling together and form co-operative restaurants 
and live in large rooming houses run by themselves. These latter 
take in Poland a form which is also encountered in Scandinavia— 
the housing society, in which the members are occupants of a 
large property owned. by the society, and enjoy co-operative 
services in connection with this communal home. At its best 
it comes very close to the community life of Robert Owen’s 
dream. Secondly, there are the house-building societies, which 
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build houses (or flats) for re-sale to the members. Here the co- 
operative tie is less close, but closer than that of the English 
building society, which is not more than an organisation for the 
provision of the finance required for the building of a house, the 
English building society having nothing to do with the building 
process and existing as much for the depositors as for the 
borrowers. 

The author is, of course, able to show that the new Poland with 
difficulty held together, and if he seems over-severe in his judg- 
ment, it is not because he suppresses any truth about Poland it- 
self, but because he does not feel at liberty to point out that the 
German Co-operative Movement, especially since 1933, has 
suffered from many of the weaknesses—dependence on the State, 
lack of true self-government, poverty of finance—which he notes 
also in Poland. Indeed, if one were to institute an impartial 
comparison between the consumers’ movements of Poland and 
Germany since 1930, the comparison would be altogether in the 
favour of Poland. The quality of Dr. Swart’s work is well 
exemplified by a point which he makes in his opening chapter. 
He there shows that before 1914 the co-operative movements in 
the constituent regions of post-war Poland flourished in part 
because of their political disability. They rallied Polish effort 
in a time when there was no political Poland. They were an 
enthusiastic minority, and, abstaining from politics, they were 
tolerated even in Russian territory. But after independence, the 
other side of this multiplicity was revealed. The persistent 
minorities now became a national majority, and sometimes they 
did not display the restraint and wisdom which a majority is 
called upon to exercise. As a result, the Polish Co-operative 
Movement found it very hard to achieve anything like a functional 
unity, and the peculiar trading co-operatives of the Jewish 
community in the towns, though adequate for the members 
themselves, offered no kind of liaison with the consumers’ move- 
xzent on the one hand and the agricultural movement on the 
other. Indeed, they were a thorn in the co-operative flesh. 

It will be helpful for students of this book to preface it by 
a study of Monograph 1 and 2, Poland, Human and Economic 
Characteristics in their Geographical Setting, issued by the Birming- 
ham Information Service on Slavonic Countries; and it is 
sincerely to be hoped that this monograph, now out of print, will 
be speedily reprinted. 

C. R. Fay 
Cambridge. 























NOTES AND MEMORANDA 


On A METHOD OF STATISTICAL BUSINESS-CYCLE RESEARCH. 
A REPLY 


1. In the Economic Journat of September 1939, p. 558, Mr. 
Keynes discusses the method of statistical business-cycle research 
used in Vol. I of the League of Nations publication of which 
I am the author. Mr. Keynes has serious objections and 
numerous questions. Although part of these objections and 
questions have been answered in the second volume, which has 
appeared recently, there remain a number of points which I 
think it is worth while to discuss separately. I shall follow Mr. 
Keynes’s argument exactly in the order in which he gave it. 

2. To begin with, Mr. Keynes formulates a number of con- 
ditions which, in his mind, must be fulfilled in order that the method 
of multiple correlation analysis may be applied. With the 
formulation he gives on p. 560—viz. that ‘“‘ the most he may 
be able to show is that, if they (7.e., certain given factors) are 
vere cause, either the factors are not independent or the corre- 
lations involved are not linear, or there are other relevant respects 
in which the economic environment is not homogeneous over a 
period of time—TI find myself only partly in agreement. I think 
something more can be shown, viz. that in so far as one agrees 


(a) that the explanatory variables chosen explicitly are 
the relevant ones; 

(b) that the non-relevant explanatory variables may be 
treated as random residuals, not systematically correlated 
with the other explanatory variables ; and 

(c) that the mathematical form of the relation is given, 


certain details on the probability distributions of their “ influences ”’ 
can be given (in such cases in which the “ bunch-map ” does not 
“explode ’’). These details are the central (most probable) 
values and the standard deviations of the regression coefficients, 
measuring the “influences.” In plain terms: these influences 
can be measured, allowing for certain margins of uncertainty. 


1 Statistical Testing of Business Cycle Theories, A Method and its Application 
to Investment Activity. Geneva, 1939. 
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Although I am adding three further conditions, I do not think 
these mean too serious a restriction. 

This may best be demonstrated by the answers to Mr. Keynes’s 
further questions. 

3. Mr. Keynes goes on to ask: “Am I right in thinking 
that the method .. . essentially depends on the economist having 
furnished . . . a complete list?’”’ I think this is right—indeed, 
it is my condition (a) above—but, as has been stated in § 2 of my 
first volume, it does not matter, if non-relevant factors have been 
forgotten, and therefore the restriction seems to me far less 
serious than Mr. Keynes assumes. 

What factors are relevant and what are not will not always be 
clear beforehand. It must then be tried out (cf. § 4 below). 

As to condition (b), this may be tested afterwards—e.g., by 
calculating the serial correlation for the residuals and the bunch 
maps. This has been done on pp. 80-90 for some of the more 
important cases (cf. also § 6 below). 

The implications of condition (c) will be considered below 
(§ 9). 

4. “The method is one neither of discovery nor of criticism,” 
Mr. Keynes continues. I do not understand this, since I see 
the following possibilities of discovery or of criticism. As to 
discovery, it sometimes happens that the course of the curves 
itself suggests that some factor not mentioned in most economic 
textbooks must be of great importance. As an example I may 
point to the case of the ‘‘ explanation of consumers’ outlay for the 
U.S. after the war.” It appeared that capital gains had a 
considerable influence on consumption, and it would have been 
difficult to learn this from one of the usual textbooks on economics. 

As another example one could take the “explanation” of 
share prices in the United States between 1919 and 1932, where it 
is very clear that fluctuations in dividends and interest rates alone 
cannot explain share-price fluctuations. One has to add the rate 
of increase in share prices some months ago in order to get a 
satisfactory fit. This “ discovery ” is partly due to the method 
of multiple correlation, since it would be difficult to find out other- 
wise whether the fit is good after inclusion of the new factor. 

As to the possibility of criticism, it seems to me that the 
value found for one or more of the regression coefficients may 
imply a criticism on one or more of the theories that have been 
used. Many theories eg. hold that there is a considerable 
influence of the rate of interest on the demand for money or on 
investment activity, and our results for the U.S., which are given 
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in Vol. II, suggest that this influence is small, or at least has been 
small in that country during that period. 

5. A further point raised by Mr. Keynes is how it will 
be possible to supplement the results of multiple correlation analysis 
by other information, especially by information of a non-statistical 
nature. Mr. Keynes is of the opinion that, since the regression 
equation completely explains the course of the phenomenon 
under explanation, there will be no room left for other information. 
I think the point is in the fact that the explanation obtained by 
correlation analysis is not complete. It has been very clearly 
stated, I think, that there always remain residuals which are 
unexplained. It may happen, and in fact has happened several 
times, that some of these residuals can be explained by additional 
information. It may be e.g. that there is a negative residual in 
any given year because there was a strike. Such was the case for 
residential building in Stockholm in 1933, and, in fact, the largest 
negative residual in the graph on p. 101 is in 1933. 

There may also be an exceptional residual due to a tax being 
changed in some given year. Or it may be known that in that 
given year there was a panic. One may also take account of 
additional information by making some correction beforehand. 
Such was the case in 1926 in Great Britain; this is why esti- 
mated pig-iron consumption was corrected before the correlation 
calculation was made (cf. p. 158, note (3)). I think all these 
cases are examples of opportunities for supplementary infor- 
mation to play its part in the explanation of economic phenomena. 

6. There seems to be some misunderstanding in Mr. Keynes’s 
discussion as to the question whether the explanatory variables 
should be independent of each other. 

There is a statistical and there is an economic meaning of the 
word independent. So far as the statistical meaning is concerned, 
independency can only mean that they are uncorrelated. This 
is clearly not necessary. The only conditions required by the 
multiple correlation analysis in this respect are that the residuals 
—i.e., the neglected influences—are not systematically correlated 
with any of the explanatory variables, and that the correlations 
between any two or any greater number of explanatory variables 
are not so large that the “ bunch map ” “explodes.” This is a 
less stringent condition than independency in the above sense.} 

Economic dependency or independency has to be understood 


1 In many cases the condition on the bunch map is already more stringent 
than is necessary, as I pointed out in § 6 of Vol. I, when discussing Dr. Koopmans’s 
method. Beams for less important variables may be disregarded. 
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in another way. Here it seems useful to make a distinction 
between first causes, second causes, etc. These notions may be 
illustrated by the diagram (graph 1) where each dot represents 
a certain phenomenon during a certain time unit. Dots on one 
(horizontal) row represent the same phenomenon at consecutive 
time units. Dots in one (vertical) column represent various 
phenomena at the same moment. If now a change e.g. in 
phenomenon A can only be caused by one in B one time unit 
before or by one in C two time units before, we indicate this by 
the arrows linking up B,_, with A, and C,_, with A,. This couple 
of causal connections—existing for every time unit ‘—represents 
the body of direct causal connections to which A is subject. 





E e e oe e & 
t-3 t-2 t-1 4 9 41 


GraPH 1.—Symbolic representation of logical structure of dynamic economics 
(sequence analysis). 


Changes in B at moment ¢— 1 and C at moment ¢ — 2 may be 
called the first causes of any change in A at moment t. 

But, in turn, changes in B may be due to changes in D one time 
unit before. Such a change in D at moment ¢ — 2 would therefore 
be a “ second ”’ cause of a change in A at moment ¢. The same 
would be true for a change in F at moment ¢ — 3, which itself is a 
first cause of a change in C at moment ¢t — 2. 

Now, the aim of our “ explanations ”’ is to explain the fluctu- 
ations in any variable by their first causes. Second causes should 
be included in the explanation of each of those variables the 
fluctuations of which are first causes, and so on. In that way 
all causal connections forming together the logical structure 
of our model find their place. It would be wrong to include 
in an “‘ explanation ”’ a first cause together with one of the second 
causes that explains that first cause. A concrete example may 
illustrate this. Let demand for cotton cloth depend on its price, 
and let this price depend on the price of raw cotton. To explain 
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the demand for cotton cloth by both its price and that of raw 
cotton would be nonsense. There first cause and second cause 
would have been taken together. 

If a first cause is said to be dependent on a second cause, then 
in this sense the explanatory variables should not be dependent. 

The fallacious procedure of including both a first and a second 
cause in one “explanation”’ should be carefully distinguished 
from another procedure which I think is absolutely legitimate. 
Suppose—as is the case in Schultz’s well-known analysis of the 
sugar market }—that the price in year ¢ is (by the demand 
relation) determined by production in year t, whereas production 
in year tis determined by price in yeart — 1. Speaking loosely and 
somewhat inaccurately, we may say that there are two relations 
between prices and production. It is more accurate, however, to 
say that there are two relations, of which one is between prices 
and production without lag and one between prices and production 
next year. 

The lag is not essential. It may be that there is no lag, but 
that prices depend on production and incomes through the demand 
relation, and production depends on prices and costs through the 
supply relation. There are, then, two relations between prices 
and production, the one with incomes as a third variable, the other 
with costs as a third variable. An example is to be found in Vol. 
II, p. 70. 

This is also the situation, I think, in the case of investments 
and profits. Investments depend on profits and, say, interest 
rates through the investment plans of the entrepreneurs; and 
profits depend on investments and consumption and costs through 
the relation determining—almost by definition—profits. I do not 
think there is a difficulty of principle in this situation. For the 
statistical testing there may be a difficulty of accuracy. Pro- 
vided, however, the economist can guarantee us what variables 
enter into each of these relations and reliable statistics exist for 
all these variables, the statistician is able to estimate the degree 
of uncertainty in the results in the ordinary way. 

This question has also been discussed at length on p. 60 of 
Vol. I, and there it has been pointed out that the two relations 
may exist at the same time and may be tested statistically under 
certain conditions. It would seem that Mr. Keynes has not read 
these pages in connection with his question (3). 

7. Next Mr. Keynes discusses the question, also raised in 


“é 


1 Henry Schultz, The Theory and Measurement of Demand, Chicago, 1938, 
p. 175. 
No. 197.—votL. L. L 
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Vol. I, whether the influence of profit rates and interest rates on 
investment is such that it is only the difference between these two 
variables which affects the volume of investment. The only thing 
I could do, in order to answer this question, was to see whether, 
in those cases where I had at my disposal figures on profit rates, the 
coefficients found for the profit rate and the interest rate were 
or were not the same but with the opposite sign. The theory 
that it is the difference between the two variables which affects 
investment activity would require this equality with negative 
sign of the two coefficients. In fact, it appeared (see p. 66) that 
the coefficients found in the two cases concerned were of about 
equal order of magnitude and showed opposite signs. In the 
other cases, where profit figures did not represent profit rates, it 
was impossible to make this test. So the result does not seem 
to be bad. 

In the other cases—where only total profits were known, not 
profit rates—as soon as we know the average amount of capital C 
on which these total profits were earned, it would be possible to 
make the same type of calculations. This may be done by cal- 
culating profit rates year by year, and introducing this new series, 
instead of total profits, in the correlation calculation. In such 
cases where total capital only shows slow movements we may say 
that, as an approximation, the new series will be proportional to 
the old one : 

profit rates = i total profits, 
where C is approximately constant and equal to 
total capital. 


This being so, it follows that the regression coefficient which 
will be found for profit rates will be approximately C times that for 
total profits—provided that no serious intercorrelations with other 
explanatory series are present. If the theory is correct that the 
difference between profit rate and interest rate is relevant, this 
must show itself now in the equality (but sign) of that C times as 
large coefficient for profit rates and the coefficient for interest 
rates. 

Mr. Keynes finds “ devastating inconsistencies ”’ in the fact that 
the regression coefficients found for profits, in the ‘“ explanation” 
of investment activity, are widely different in the various countries. 
The explanation I “ gaily ” give—as he says—does not seem to be 
clear tohim. I shall give it at some more length. It is in the fact 
that profit figures available for the various countries are not com- 
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parable. Mr. Keynes sums up what they are : sometimes profit 
rates, sometimes absolute amounts, etc. Only if I had had 
available the same type of profit figures for all countries could 
I have made comparisons. This I did for such series as iron 
prices and interest rates, which are, in fact, comparable for the 
various countries. To make comparisons between the regression 
coefficients for profits is not permissible, and this is the reason 
why I did not make any. 

One phrase of Mr. Keynes’s in this connection is obscure to me : 
“ He insists that his factors must be measurable, but about the 
units in which he measures them he remains singularly care-free, 
in spite of the fact that in the end he is going to add them all 
up.” Isuppose the misunderstanding is in the tail : I do not add 
up the “ factors” (in my terminology the ‘“ explanatory vari- 
ables ’’), but I add up their “ influence,” which is the product of 
the variable and its regression coefficient (cf. p. 22); and this 
product is independent of the units in which the explanatory 
variable is expressed. (Not, however, of the units in which the 
“variable to be explained” (the dependent variable) is 
measured. *) 

8. Speaking on expectations, Mr. Keynes says (p. 563, note) : 
“ But there is no room for expectations so far as I can discover 
in the theory of investment with which the economist has supplied 
Prof. Tinbergen.”’ May I, in this respect, draw Mr. Keynes’s 
attention to pp. 34, 35 and 36, where expectations have been 
discussed in various ways ? 

In general, I may add the statement that expectations are, in 
my opinion, products of the human mind which are based on past 
experience, even though they relate to future moments. The 
simplest type of expectation at moment ¢ on the value some 
variable x will have at moment ¢ + 1 is that it is assumed equal 
to the last-known value of that variable, say x (t{— 1). This type 
is more frequent, it seems to me, than is often thought. I assumed 
it to be valid for profit expectations. Ido not deny that external 
events may also influence them. I only think that these external 
events will be, as a rule, of an unsystematic character, and may 
thus be part of the unexplained residuals. 

Another, somewhat more complicated, type of expectation 
may be built upon the last-known rate of increase in 2, say 
a(t — 1) — x(t — 2), which is applied to the last-known value of z, 
viz. z(t — 1), yielding for the expectation of x(¢ + 1) the value 


1 If more complicated forms of functions are used, the influences will not even 
be added up, but this goes beyond our discussion here. 
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a(t — 1) + 2{a(t — 1) — a(t — 2)}. The factor 2 is due to the 
distance of two time units between ¢ — 1 and t + 1. 

9. One question of great concern to Mr. Keynes is that of 
the linearity of the relations assumed. To begin with, Mr. Keynes 
says that he has not discovered any example of curvilinear 
correlation and that I have not told him what kind of evidence 
would have led me to introduce it. This Mr. Keynes will find 
in Chapter I, where, when introducing the “ partial scatter dia- 
grams,” I pointed to their use for discovering whether any 
correlation is or is not linear. This idea has been applied in the 
graphs III 9-11 on pp. 81-83. In the first of these graphs a 
slight curvilinearity has been found for the influence of profits 
on investment activity, but the deviations from the linear 
relationships did not seem sufficiently important to render it 
necessary to recalculate the correlation with e.g. quadratic 
functions. For the rest I may perhaps point to Vol. II, where 
some more interesting cases of curvilinear relations are discussed. 

The assertion that, in connection with curvilinear correlation, 
“it would certainly seem that quite easy manipulation on these 
lines would make it possible to fit any explanation to any facts ”— 
an assertion often heard from non-statistical critics—gives a very 
inadequate picture of the situation. One must not forget that 
curvilinearity is by no means identical with manipulation at will 
of the coefficients. For each value of the explanatory variable 
whose influence is assumed to be curvilinear only one coefficient 
is possible, and reasons of continuity require that these coefficients 
should not fluctuate too much. My experience is that the possi- 
bilities of improving correlations by curvilinearity are very 
restricted. Especially on this point I want to recommend to any 
non-convinced reader : try it yourself ! 

Mr. Keynes seems to be very much opposed to linear relations. 
He even calls them ridiculous. I think there are strong reasons 
that reduce their degree of ridiculousness. (1) First it is a well- 
known mathematical proposition that almost any function may be 
approximated, for not too long intervals, by linear functions. The 
exceptional functions for which this proposition does not hold 
need not interest us here at all. Most economists would not even 
be aware of their existence. (2) The second reason why I think 
linear relations are not so ridiculous, is that observation simply 
teaches us that they occur. In Vol. II (on p. 12), I give some examples 
to which I may refer. (3) Apart from these two reasons, ts it not 
natural to begin any attempt at analysing the economic mechanism 
by making the simplest assumption compatible with general theory ? 
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I think this is so common an approach in almost every inductive 
piece of research work that I cannot follow Mr. Keynes’s fear for 
this instrument of analysis; the more so, since the partial scatter 
diagrams prevent us from diverging too much from reality. (4) In 
addition to all this, I think there is one theoretical reason why 
for great masses of individuals the joint reaction may be much more 
linear than any individual reaction would be. If we imagine the 
individual demand curve to be highly curvilinear, and if we 
imagine a great number of such demand curves to be added up, 
then the very fact that the place of maximum curviture will be 


quantity 











price 


GraPH 2.—Demand curves for 7 individuals (thin curves), assumed to have 
points of high curvature at different prices and the curve of total demand 
(divided by 7) (heavy curve) showing a much smoother course between P 
and Q. 


different for most of these individual curves will already lead to a 
joint curve which is much more linear than any of the individual 
curves (cf. graph 2).1 

10. An important further question raised by Mr. Keynes can 
be given the following form. Investment activity, he says, 


1 In a footnote Mr. Keynes asks whether the quantitative effect of a 5 per 
cent. interest rate is five-fourths of the effect of a 4 per cent. rate, or double ; the 
difference between 5 and 3, the base year value, being double the difference 
between 4 and 3. The answer is that one should not ask what the effect of a 5 
per cent. rate is, but what the effect of a change from 5 to 3 is. This, in fact, is 
double the effect of a change from 5 to 4, if linear formulae are used, and equals 
the effect of a change from 4 to 2._ Thus stated, the influence of any change is 
independent of the choice of the base year. 
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has been explained by profit rates and other factors. But 
profit rates themselves have not been explained. I think Mr. 
Keynes is right in requiring that profits should also be explained, 
and I have only to add that precisely this remark has been made 
in the last chapter of Vol. I, where the problem for Vol. II was 
given, and that Vol. II is wholly devoted to giving a complete 
explanation of all relevant phenomena, included in the model of 
society used for the explanation of the business-cycle phenomena. 
The important question how cycles can be explained by a simul- 
taneous system of linear relations has been dealt with also in the 
introduction to Vol. II, and I may refer to that, hoping that Mr. 
Keynes will re-formulate his criticism after having had the 
opportunity of reading Vol. II.} 

For the reader of the present discussion I may, however, give 
one very simple example of how a couple of linear relations may 
lead to a cyclic movement—viz., the case of the cobweb problem 
with straight supply and demand curves. In numerous theoretical 
papers I gave other examples, and so did other authors (FRiscu, 
Roos, Katecki, LUNDBERG, CHAIT, and others). 

11. Again, Mr. Keynes has great difficulties in finding out 
how I have determined the lags involved in some of the relations. 
I think this is not so mysterious as Mr. Keynes seems to think it, 
and especially that there is no contradiction between the way in 
which lags and the way in which the regression coefficients have 
been determined. In principle both have been determined so 
as to make the correlation the highest possible and by only admitting 
such values as seemed to have economic sense. 

In both cases a priori values, if they could be fixed, have been 
preferred to “free” values—i.e., values determined by cor- 
relation analysis. Where, however, no a priori values could 
be indicated, the method of maximum correlation has been 
employed. I think this is a logical treatment. 

In the case of the “explanation” of general investment 
activity for post-war United States, a lag of half a year was 
judged to be a good a priori estimate. The lag in question equals 
the sum of the following time intervals : 


(a) the interval elapsing between the making of profits 
and the knowledge that they have been made ; 
(b) the psychological lag between the moment of this 


1 Tam coming back to this question in an article to be published in the Review 
of Economic Studies of February 1940. I shall in particular enter into the question 
‘* how reversal comes in.”” 
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knowledge and the moment of reaction in the form of new 
investment orders; and 

(c) the technical iag between the ordering and delivery of 
capital goods. 


For post-war United States (a) would seem to be negligible, 
(b) would seem to be short—some months, e.g.—and (c) equally 
some months. A total of half a year seems reasonable. 

For the pre-war European cases (a) and (b) will probably have 
higher values; so will (c), but since here pig-iron production was 
taken as a measure of investment activity, it is not fully involved 
in the observed lag. For the pre-war cases the lag has not there- 
fore been chosen on a priori grounds. 

12. About the method by which trends are eliminated Mr. Keynes 
does not seem to be well informed. In supposing that a trend is 
drawn by connecting the first and the last year of a series, he is 
evidently wrong. 

A glance at pp. 133 and 134 or at any elementary text-book 
on these matters could have helped him. 

Moreover, Mr. Keynes thinks it rather arbitrary to use nine- 
year moving averages as trends in pre-war periods and straight 
lines in post-war years. I am sorry I have not explained this 
more fully ; in statistical circles I think this is hardly any more a 
matter of dispute. For short periods there is not much difference 
between a straight trend and a moving average. For long 
periods there is, and then the moving average is decidedly better : 
it follows more closely the development of the curves, e.g. the 
long waves. The advantage of straight-line trends is that no 
observations are lost at the extremes. This is why they have 
been preferred for the (short) post-war period. 

* But, apart from that ”—Mr. Keynes continues—‘ should not 
the trends of the basic factors (in my terminology: the explan- 
atory variables, J.T.) be allowed to be reflected in a trend of the 
resulting phenomenon? Why is correction necessary?” The 
answer is : since there are often a number of explanatory variables 
that show very smooth and slow changes; for them a trend term 
isacatch-all. They cause a trend-difference between the observed 
series and the series calculated from the fluctuating explanatory 
variables only. The trend term included in the “ explanations ” 
does not, therefore, represent the trend line of the variable to be 
explained, but only the trend difference between that variable 
and the combination of the explanatory variables. And this 
difference is far from being so sensitive to changes in period as the 
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trend of each variable separately, since a change in period will in 
most cases change the trend in the dependent variable in about 
the same extent as the trend in the agglomerate of explanatory 
variables. Therefore the procedure followed here is not, as Mr. 
Keynes thinks, disastrous. 

13. There is one further question of a technical nature which 
may be considered next. Mr. Keynes asks why correlations have 
not been made for parts of the periods considered, 7.e. why the 
period has not been broken up into sub-periods. But this is 
precisely what has been done on pp. 70 and 71, 74 and 75 of 
Vol. I. So I think I need not defend myself against this reproach. 

14. The final question I wanted to answer here is the very 
important one, raised on p. 566, where Mr. Keynes says: ““How 
far are these curves and equations meant to be no more than a piece 
of historical curve fitting and description, and how far do they make 
inductive claims with reference to the future as well as the past? I 
have not noticed any passage in which Prof. Tinbergen himself 
makes any inductive claims whatever. He appears to be solely 
concerned with statistical description. Yet the ultimate purpose 
which Mr. Loveday outlines in the preface is surely an inductive 
one. If the method cannot prove or disprove a qualitative 
theory and if it cannot give a qualitative guide to the future, 
is it worth while ? ” 

I am sorry again if I have not been clear enough in this respect, 
but the intention is the following. If there is no reason to suppose 
that the laws that have governed the reactions of individuals and 
firms in the past will have changed in the near future, it seems 
possible to reach conclusions for the near future by measuring 
as exactly as possible those same reactions in the past. 

Of course this is only true if no structural changes take place. 
But even if they take place it will, in many cases, be possible to “ local- 
ise” their influence—i.e., to indicate which of the elementary or 
direct causal relations they affect. All other relations may be 
assumed to remain unaffected, and the change in the relations 
affected may even, perhaps, be estimated. As an example, 
suppose that a tariff is introduced. This will affect the supply 
function of certain imported commodities. It will, however, 
not affect the demand function; nor the supply function for, say, 
money or the relation determining income from prices, production, 
etc. Of course it will change the variables involved in all these 
functions, but not the functions themselves. The change brought 
about in the only function affected—viz. the supply function 
for the commodities concerned—may even be estimated. 
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In many cases only small changes in structure will occur in the 
near future. What, in both circumstances, is the purpose of the 
establishment of our set of relations? It is, above all, to calculate 
how the system would move if certain of these relations were 
changed. Suppose that Government changes its attitude and 
invests more in dull times, less in boom periods. This amounts 
to a change in the investment relation—i.e., in the relation 
telling how investment activity depends on its determining factors. 
With this new investment relation instead of the old one, and all 
other relations unchanged, what will the characteristic movements of 
the economy be? This is the type of question we are able to 
answer with the help of our schemes. In Vol. II a number of 
examples are given. It is found e.g. that a change in the oppor- 
tunities for stock exchange speculation would presumably make 
the movements much more stable. It is also found that a 
stabilisation of consumption outlay, and in a smaller degree one 
of investment outlay, would have the same effects. For such 
questions it does not matter so much whether or not, in the 
absence of any new policy, small structural changes would have 
occurred. We are less interested in “ forecasting” than in the 
outcome of “ variation problems.” 

15. Indicating more elementary cases where, also in Mr. 
Keynes’s opinion, the method will be fruitful, he discusses the 
case of net investments in railway rolling stock, and observes that 
one should not take “‘ rate of increase in traffic ” and “ profits ” as 
separate factors, but, instead of the latter, ‘‘ that part of profits 
which is not due to the rate of increase in traffic.”” In addition, 
he wants to include as explanatory factors (1) the age of the 
existing rolling stock, (2) the capacity of the existing shops to 
produce more rolling stock and (3) the state of confidence as to the 
maintenance of traffic and as to the effect of competition with 
other forms of transport. 

Including, instead of profits, the “ part of profits which is 
not due to the rate of increase in traffic’ is not necessary, as 
long as one is interested only in the joint effect of the rate of 
increase in traffic and “ that part of profits, etc.,”” as compared with 
the influence of interest rates and of iron prices. This was the 
primary object of my study. One might try to go further by 
decomposing profits and including its ‘“‘ independent” part 
(in the above sense) as an explanatory series; but this could as 
well be left to a separate “‘ explanation ”’ of profits, as one of the 
first causes, by its own “ causes ” which may be considered as 
“second causes ”’ to investment (cf. § 6). 
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The inclusion of (1) above would mean the inclusion of a trend 

series, as was stated on p. 40 of Vol. I, where the “ echo effect ” 
was discussed, of which Mr. Keynes is evidently thinking here. 
It would not contribute very much to the explanation of the 
cyclic fluctuations. Factor (2) does not belong, in my view, to 
the factors to be included in a demand equation; in my opinion 
it is a supply factor, which will, for the part it plays indirectly in 
the determination of demand, be reflected in prices. Factor (3) 
must be measured, in so far as systematic causes are at work, by 
the rate of increase in traffic, already included, and by some other 
variables which, especially for pre-war periods (to which this part 
of the study relates), will show almost entirely a trend develop- 
ment. Iam here thinking of such figures as the increase in motor 
traffic or shipping or the growth of population, industrialisation, 
etc. Summa summarum it seems to me that my way of estimating 
the influence of the rate of interest on railway investments in 
rolling stock would not be influenced very much by the supposed 
omissions. Perhaps here also, however, the best answer might 
be an invitation to try it out. 

16. In conclusion, I want to apologise for not having been 
clear enough in some of my arguments when writing Vol. I; I 
hope that this paper fills some gaps. As to the real controversies— 
apart from a number of evident misunderstandings of Mr. Keynes’s 
on mathematical questions—I must admit that in my view the 
method under discussion promises—and actually yields—much 
more than Mr. Keynes thinks. Since the proof of the pudding is 
in the eating, I hope Mr. Keynes and other critics will give more 
attention to the economic premises, and especially that competing 
“explanations” of actual series representing some economic 
phenomena will be given, in order that the “‘ public ” may choose ! 

J. TINBERGEN. 
Rotterdam School of Economics. 


COMMENT 


PROFESSOR TINBERGEN’S very valuable reply does not require 
any extensive comment from me. The arguments on both sides 
are fairly before the reader. But I may add footnotes on one or 
two points :— 

(i) In § 4 Professor Tinbergen’s example is not well chosen. 
He will find the explanation of capital gains in U.S.A. as an 
influence on consumption set forth quite explicitly in my “‘ General 
Theory of Employment,” p. 319 (also more generally p. 93). 
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(ii) In § 5 Professor Tinbergen finds room for outside explana- 
tions in the “ residual.’’ It follows that, in certain cases, the 
larger the residual, the more accurate the analysis will be. The 
more important the outside explanations are, the larger the 
residual ought to be. But does he not, in general, judge the 
accuracy of his analysis by the smallness of his residual ? 

(iii) In §7 is it for the economist to tell him beforehand 
whether or not it is the difference between profit rates and interest 
rates that matters? Or is it for him to tell the economist after- 
wards? In §3 Professor Tinbergen agrees that it is for the 
economist to tell him. Here he seems to reverse the rdle. I 
notice throughout some uncertainty as to who, the economist or 
the statistician, is in the saddle and who the patient ass. 

(iv) In § 8 I understand well enough that his method can deal 
by time-lags with expectations of the type that the future will 
resemble the very recent past. How does he deal with expecta- 
tions of change ? 

(v) In § 9 there is an important misunderstanding. I did not 
say that linear relations are ridiculous. What I said was (p. 564) 
that “it is a very drastic and usually improbable postulate to 
suppose that all economic forces are of this character . . . indeed it is 
ridiculous.”’ Professor Tinbergen’s footnote on the influence of 
changes in the rate of interest illustrates the point. If the in- 
fluence of changes is linear, it follows that the influence of the 
absolute rate is not linear. 

(vi) I am afraid it may be true that if I moved in statistical 
circles (§ 12) I should find trend terms a terribly convenient 
“catch-all.” Ido not like the ring of this passage. A trend term, 
as described, seems to get very near to being a method for correct- 
ing imperfect results and obscuring the fact that the explanation 
given is in fact a wrong one. I should like to hear a great deal 
more of the precise part played, both theoretically and practically, 
by “‘ trend terms ” and “ residuals.”’ 

(vii) I do not follow the exclusion of supply factors in § 12. 
For it is the actual amount of investment that we are studying. 

Professor Tinbergen appeals to me several times to cook (or, 
should it be, eat?) more pudding myself before declaring it in- 
digestible. I would ask in return for an experiment on his part. 
It will be remembered that the seventy translators of the Septua- 
gint were shut up in seventy separate rooms with the Hebrew text 
and brought out with them, when they emerged, seventy identical 
translations. Would the same miracle be vouchsafed if seventy 
multiple correlators were shut up with the same statistical 
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material? And anyhow, I suppose, if each had a different 
economist perched on his a priori, that would make a difference to 
the outcome. 

No one could be more frank, more painstaking, more free from 
subjective bias or parti pris than Professor Tinbergen. There is 
no one, therefore, so far as human qualities go, whom it would be 
safer to trust with black magic. That there is anyone I would 
trust with it at the present stage or that this brand of statistical 
alchemy is ripe to become a branch of science, I am not yet 
persuaded. But Newton, Boyle and Locke all played with 
alchemy. So let him continue. J. M. KEYNEs 





Economic WELFARE: A COMMENT 

In his notes on “‘ Economic Welfare,’’ Professor L. G. Melville 
attempts to show that the economist need not assume “‘ some sort 
of postulate of equality ’” when he formulates policies for the 
redistribution of income aimed at increasing economic welfare.! 
Professor Melville would prove the existence of equal capacity 
to enjoy expenditure among “ various groups of people, some of 
whom are richer and some poorer.” 

Professor Melville reasons that within any two groups, 
randomly selected from the total population, the same number 
of people of any particular capacity to enjoy expenditure would 
be found. He maintains that this equality of capacity would 
hold for two different income-groups because, “ for all practical 
purposes, groups selected by differences in income are selected 
at random as far as this characteristic is concerned.” 2 

But this is not acceptable. The criterion of classification is 
one of the determinants of the variable, and random groupings 
are not to be made in this way. If an analogy can be pardoned, 
the procedure is as unfruitful as would be the attempt to secure 
random groups of men’s weights by selecting the groups according 
to differences of height. One’s income may condition one’s 
capacity to enjoy expenditure. If groups are formed according 
to differences in income, there is none of the randomness necessary 
to place within each group the same number of persons with any 
particular capacity to enjoy expenditure.® 


1 Economic JOURNAL, September 1939, pp. 552-3. 

2 Loc. cit., p. 553. 

3 Professor Melville might seek to answer by repeating, ‘‘ It is true that as an 
individual grows richer, experience and education may improve his innate capacity 
for enjoyment, but observation and introspection allow us to assume that this 
improvement is not sufficient to prevent the marginal utility of money from 
falling ’’ (p. 553). Surely, however, this cannot raise the equality of capacity 
for satisfaction to the rank of the scientifically demonstrable. 
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Unhappily the economist still must postulate what Professor 
Melville seeks to prove—the equality of capacity for satisfaction. 

If speculation is to continue on these matters using the util- 
itarian concept of welfare, might not an alternative line of thought 
be considered?+ Take as a postulate that all differences in 
capacity for satisfaction are acquired. A redistribution of income 
in favour of the poorer groups would afford them the wherewithall 
to acquire greater capacity for enjoyment of expenditure. If 
this is acquired, through generations perhaps, social welfare would 
be increased. This scheme envisions a revised pattern of income- 
distribution waiting upon a consequential change in capacity for 
satisfaction to implement it. 

There are imperfections. There is still the fundamental 
difficulty of knowing the degree to which to carry re-distribution 
of income so that it results in increased welfare for the community 
in toto. For it cannot be assumed that equality of capacity for 
enjoyment is to be obtained by equalising incomes. But this 
scheme does seem worth considering as an alternative to the view 
which assumes equality of capacity at the outset, and asks only 
for a re-distribution of income in order to bring about an increase 
in social welfare. 

Roy W. JASTRAM 
Stanford University. 





OBITUARY 


Rev. Proressor T. A. Frnuay, S.J. 


By the death of the Rev. T. A. Finlay, 8.J., which took place 
on January 8, Ireland lost one of its most distinguished citizens. 
Father Finlay was born in Cavan in 1848, and his long life was 
packed with activity. He entered the Society of Jesus in 1866, 
and during his years of training prior to ordination travelled 
widely and acquired thereby an extensive knowledge of agri- 
cultural conditions on the continent. On his return to Ireland 
he became a Fellow of the Royal University, and in 1883 was 
appointed Professor of Metaphysics in University College, Dublin, 
which was at that time conducted by the Jesuits. In 1900 Father 


? This is not to suggest that the present writer necessarily subscribes to a 
utilitarian concept of welfare. The objective criteria advanced by Adolph 
Wagner, W. C. Mitchell and others must be considered. E. D. Fagan recently 
has summarised and extended the latter ideas in his ‘‘ Recent and Contemporary 
Theories of Progressive Taxation,” Journal of Political Economy, August 1939, 
pp. 494-8. 
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Finlay, who had by then assumed a leading part in Sir Horace 
Plunkett’s movement for the revival of agriculture, was appointed 
to the Chair of Political Economy which had. been established 
in the previous year, and held for a short period by Mr. W. P. 
Coyne, afterwards statistician in the Department of Agriculture, 
In 1909, when University College became one of the Constituent 
Colleges of the newly founded National University of Ireland, 
Father Finlay was given the Chair of Political Economy, from 
which he retired in 1930. On his retirement he was presented 
with his portrait, which now hangs in the College, and the balance 
of the fund collected for the portrait was used to endow an annual 
lecture, the “‘ Finlay Lecture,” which has been delivered by several 
distinguished economists. He was President of the Statistical and 
Social Inquiry Society of Ireland in the years 1911-13. Political 
Economy was always treated by Father Finlay with an ethical 
bias. His training in philosophy enabled him to view the subject 
in relation to the general body of knowledge, which Newman, 
the founder of University College, Dublin, had always insisted to 
form the proper study for a university. At the same time he 
was intensely practical in his outlook, and had no patience with 
theoretical discussions that did not lead to practical results. 
His active share in the Irish agricultural revival gave him a first- 
hand knowledge of the problems of his own country, and he used 
his knowledge of economic theory in attempting to solve them. 
As Vice-President of the Irish Agricultural Organisation Society he 
did much to promote co-operative methods in Irish agriculture, and 
he was a member of the Recess Committee which led to the founda- 
tion of the Department of Agriculture and Technical Instruction. 
-He was also actively interested in the industrial revival, especially 
in the poorer districts in the West, and many successful rural 
industries owed their existence to hisencouragement. Although he 
never aspired to figure as the author of a treatise, Father Finlay 
wrote a good deal more than most people give him credit for. He 
adited several periodicals in his time, and was the first editor of the 
Irish Homestead, which later became famous under the editor- 
ship of “ Ai.” He aways wrote, as he lectured, with a practical 
purpose, and was quite content to remain anonymous so long 
as the purpose was served. He inspired others to write and was 
responsible for the foundation of many periodicals with which his 
name was never publicly connected. But Father Finlay’s in- 
fluence was exerted less with his pen than with the spoken word. 
A brilliant preacher, lecturer and conversationalist, he went every- 
where, and had hosts of friends among every class and creed. 
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A wonderfully life-like portrait of him is to be found in George 
Moore’s Hail and Farewell, where he is depicted as the genial 
and influential man that he was, accepted and welcomed in many 
mutually exclusive circles. Father Finlay was unquestionably 
one of the outstanding personalities of modern Ireland, and his 
loss will be mourned far outside the narrow circle of the academic 


world. 
G. O’BrRIEN 





ApAM KrzyZANOWSKEI 


In December 1939 Adam Krzyzanowski, Professor of Political 
Economy and Public Finance at the Jagellonian University in 
Cracow, died while under arrest by the Gestapo. He was born in 
Cracow in 1873. After having studied in Cracow, Berlin, and 
Leipzig, he became in 1896 secretary of the Cracow Agricultural 
Society. In 1908 he started lecturing at the University of Cracow, 
where in 1912 he was appointed to the chair he held until his death. 
His death was a direct consequence of the arrest and imprisonment 
by the Nazi authorities of 160 professors of the University of 
Cracow. Thus he was spared the experience of his colleagues, 
who have been compelled to exchange one of the oldest universities 
in Europe for places like Dachau and Oranienburg to contemplate 
the superior Kultur which is being bestowed upon the “ inferior ” 
nations of Central Europe. 

Professor Krzyzanowski had started as an economist, under 
the influence of the German academic tradition, with a series of 
studies on the agrarian problems of Poland. But his interest 
soon shifted towards the English classical tradition which hence- 
forward was to shape his whole economic thought. This trend 
was first expressed in a monograph The Theory of Malthus (1908), 
and then in a book on Money (1911). The latter was followed 
by The Principles of Money and Credit (1919), The Foundations of 
Economics (1919), and The Principles of Public Finance (1923), and 
many minor monographs. His main interests in economics were 
population and monetary theory and policy. His views on 
population were inspired by Malthus and John Stuart Mill. In 
several studies he pointed out that in a country with an agricultural 
surplus population, like Poland, an excessive rate of increase of 
the population hampers capital accumulation, and hence economic 
progress. His views on monetary theory and policy were based 
on a thorough acquaintance with the earlier English monetary 
literature, particularly that of the currency-school controversy. 
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He upheld the quantity theory and the theory of credit creation, 
which he was one of the first continental economists to expound, 
A visitor from London once was astonished at the predominance 
of early nineteenth-century English books in the library of 
Professor Krzyzanowski, remarking that he thought he saw the 
library of an English scholar. 

With the early twenties of this century Professor Krzyzanowski 
entered a new phase of his activity by writing on current economic 
problems. He became the most prominent and widely read 
economist in Poland, and was brought into the limelight of 
political events. In The Pauperisation of Contemporary Poland 
(1925) he exposed ruthlessly the “ patriotic ’’ complacency and 
illusions of the public about the economic state of the country and 
demanded a bold “‘ grasp of the economic realities.” In numerous 
books and articles he exposed the consequences of government 
intervention and bureaucratic control over economic life and 
advocated the foundation of the young Republic on the basis of 
economic liberalism. During the period of inflation he was the 
outstanding proponent of sound monetary policy, which he wished 
to be combined with an encouragement to foreign capital to invest 
in Poland. In 1927 he negotiated for the Polish Government the 
** Stabilization Loan ”’ which was successful in putting the Polish 
finances in order. Having gained the reputation of the chief 
opponent of inflation in the country, he soon turned against the 
policy of deflation. In 1932 he demanded that Poland should 
devaluate her currency and join the sterling block. Having 
formerly advocated fostering capital accumulation through 
encouragement of private saving, he now pointed out the 
consequences of “saving” being distorted into “ hoarding.” 
During 1928-31 Professor Krzyzanowski was a member of Parlia- 
ment, which he entered as a supporter of the Pilsudski régime, 
expecting this régime to curb the financial extravagence of 
parliamentary rule. Disappointed in his expectations, he resigned 
in open protest against the imprisonment and treatment of 
opposition deputies in the fortress of Brzesc which broke the back 
of Polish democracy and later led to the development which 
finally issued in the tragic collapse of Poland’s independence. 

Above all, however, Professor Krzyzanowski practised his 
liberal faith in his personal relations. He was the greatest and 
most inspiring teacher of economics in Poland, largely on account 
of the sympathetic understanding he showed to his students, 
irrespective of their race or social and political creed. His 
seminar was open to the exposition of any doctrine, however 
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opposed to his own views, and it became one of the most stimu- 
lating centres of discussion in the country. As a member of the 
Faculty he ardently supported colleagues who were his political 
opponents. His cultural ideal was nineteenth-century England, 
and he wished the Polish people to develop the virtues of the 
Victorian middle-class, which he regarded as the foundation of 
economic prosperity. With this standard in mind he chided in his 
lectures the economic psychology of the Polish people as 
extravagant, bureaucratic, and anti-middle-class. His features 
resembling those of Mephisto, be was an entertaining lecturer and 
causeur, who frequently spoke with the melancholy irony of the 
champion of a lost cause. During the times of inflation he 
commented to his students upon the ineffectiveness of 
administrative regulation concerning the holding of gold and of 
foreign exchanges: “Of course, one may deplore the lack of 
public spirit of our citizens, but one may also derive a feeling 
of reassurance from the fact that human nature imposes a 
certain limit to the stupidity of legislators beyond which it is 
impossible to go.” The latter made him believe in the final 
triumph of his ideas, though he had not much hope to see it 
during his lifetime. In the spring of 1939 he said, in what was to 
be one of his last speeches: ‘‘ We economists are now forced into 
silence, the floor belongs to the Ministers of War. But this can’t 
last forever.” 


University of Chicago. OskaR LANGE 





MaRJORIE Eve ROBINSON 


Tue death of Marjorie Robinson on December 6th, 1939, 
removes a charming and courageous personality from the ranks 
of economics teachers. Entering Newnham College, Cambridge, 
in 1912, she had experience of the abnormal conditions of Univer- 
sity life in war-time, both as a student and as a teacher; for 
within a year of completing the Economics Tripos, with first- 
class honours, it fell to her to take temporary charge of the 
economics teaching first of Belfast University, and then of Man- 
chester University. In 1920, while still at Manchester, she 
married H. R. Robinson, the physicist. With him she moved 
to Cambridge, to Edinburgh, to Cardiff, and finally in 1930 to 
London; and the claims of an exceptionally happy domestic 
life, including the care of two young children, made the first call 


upon her energies. But she always maintained a lively interest 
No. 197.—VOL. L. M 
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in the development of economic thought. During her two years 
of residence at Cambridge, from 1921 to 1923, she acted as Director 
of Studies for both Newnham and Girton; after settling in London 
in 1930, she lectured for several years at Birkbeck College, and in 
1935 she again became Director of Studies at Newnham. In 
1922 she wrote the handbook on Public Finance in the Cambridge 
Economics Series. 

As an economist, Marjorie Robinson made no pretensions to 
originality or distinction, though she had a clear and persistent 
mind, allied with complete independence of judgment and un- 
failing good sense, which made her a shrewd and stimulating 
critic. She was content with the réle of teacher; and into this 
she threw herself with conscientiousness and zest, feeling a genuine 
interest in her students, taking as much pains with the dull as 
with the bright, and conveying to all something of the sense that 
animated her (though she would hardly have used so high- 
sounding a phrase) of the value of intellectual detachment and 
integrity. 

But her chief appeal to her students, as to others, lay in her 
personality—strong, sympathetic, vivid and loyal. She could 
win the confidence of youth without flattering it, of the rebellious 
without siding with them. Among both her students and 
acquaintances, there must be many who have felt her death as a 
real personal loss. Yet the friendships that she cultivated were 
intensive rather than extensive; and her home—her husband 
and her children—formed the centre of her life. 

H. D. HENDERSON. 
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J. R. Rose. Economic Regulation and Economic Planning: K. W. 
Karp. Stock Market Continuity: W. E. Bracu. Overtime Wage 
Rates: R. A. Lester. Cobb-Douglas Function and Union Policy: M. 
BRONFENBRENNER. 


The Annals of the American Academy of Political and Social Science. 


NovEMBER, 1939. Government Expansion in the Economic Sphere. 
JaNuARY, 1940. Intergovernmental Relations in the United States. 


Econometrica. 


January, 1940. The Transformation of Value in the Productive Process : 
L. Amoroso. The Economic Life of Industrial Equipment: G. A. D. 
PREINREICH. The Possibilities and Limitations of Objective Sampling in 
Strengthening Agricultural Statistics : C.F.SarLe. Residual, Differential 
and Absolute Urban Ground Rents and their Cyclical Fluctuations: K. 
PrisprAM. The Degree of Damping in Business Cycles : T. KooPMANS. 


Social Research. 


NovEMBER, 1939. Building our Democracy: E. Hermann. Forms and 
Features of Anti-Judaism : E. KAHLER. Jack and Jill (Considerations 
of some Basic Sociological Concepts): K. RiEzteR. The Spirit of Sparta 
or the Taste of Xenophon : L. Strauss. The Significance of Methodology 
for the Social Sciences (Part II): F. KaurmMann. The Classics as Propa- 
ganda in Modern Italy : E. F. D’Arms. 


National Bureau of Economic Research. 


BULLETIN 76-7. The Statistical Pattern of Instalment Debt: R. A. Youne 
and BLANCHE BERNSTEIN. 


Journal of Farm Economics. 


NovEMBER, 1939. A Century of Agricultural Statistics: H. C. Taytor. 
A Close-up View of the Development of Agricultural Statistics from 1900 
to 1920: N.C. Murray. Why the Government Entered the Field of Crop 
Reporting and Forecasting : W.H.Exsiine. Development of Agricultural 
Statistics in the Bureau of the Census: M. R. Benepict. Progress of 
Agricultural Statistics in the World: E. S. and W. S. Woytrnsky. 
Agricultural Price Statistics in the United States and Abroad: F. A. 
Pearson and G. E. Branpow. Developments in Crop and Livestock 
Reporting since 1920: J. A. Becker and C. L. Hartan. Estimating 
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Local Market Prices and Farm Labor since 1920: R. F. Hate. Future 
Improvement in Agricultural Statistics: C. F. Sartre. Design of 
Sampling Experiments in the Social Sciences: G. W. SNEDECOR. An 
Experiment in the Design of Agricultural Surveys : R. J. JESSEN. 


Wheat Studies. (Stanford, California.) 


NovEMBER, 1939. Wheat and War, 1914-18 and Now: M. K. Bennett. 
During the World War, difficulties in maintaining wheat supplies in 
Europe culminated in acute shortage in 1917-18. There were small 
crops in the unblockaded part of Europe, and Russia could not ship 
wheat to the deficiency area; the full burden therefore fell upon the 
distant overseas exporting countries. These countries secured only 
moderate crops, however, in 1917, and their total supplies were too small 
to yield exportable surpluses adequate to cover world requirements. In 
addition, shortage of shipping prevented Southern Hemisphere surpluses 
from passing fully into export. Heavy drafts upon stocks in North 
America, economies in American consumption, and stretching of wheat 
supplies in Europe averted mass starvation outside the Central Powers, 
though there was some privation, and wheat prices rose exceedingly high. 
Recurrence of a world wheat stringency like that of 1917-18 seems 
improbable for at least two or three years, and probably not then, except 
in the event of abnormally low yields per acre, as European countries are 
in a far better position than in 1914, and overseas exporting countries 
could probably supply maximum import requirements with ease. 

DECEMBER, 1939. The World Wheat Situation, 1938-39: J. 8S. Davis. 
Wheat was unprecedently abundant in 1938-39, and prices, where 
unsupported by public agencies, fell to very low levels. Governmental 
intervention was more nearly universal, however, than in any year since 
1919, and this kept returns to producers generally remunerative, except 
in Canada and Australia. International trade in wheat and flour was 
enlarged by current wars. Competitive export subsidisation helped to 
swell the volume of trade, but especially affected the distribution of 
exports among the exporting countries. Wheat disappearance in the 
world ex-Russia was larger than ever before. World wheat carry-overs, 
nevertheless, increased by more than 500 million bushels, to approach 
the 1934 peak. Stocks rose most in Argentina, while in Europe most of 
the increase was in Germany, France, and Great Britain. The European 
war began with world wheat supplies at new high levels. 


Journal des Economistes. 


Juty—Ocroser, 1939. La guerre hitlérienne: E. Payen. Le blocus : N. 
Sur le code de la famille: H. Bissonnet. Le parti communiste et la 
guerre: J. G. De quelques traits généraux de la politique pétroliére en 
Amérique latine: J. LisponnE. L’ Afrique: M.Carsow. Les banques 
@ état polonaises en 1938 : C. DE Kownackt. Les faits de guerre: N. 


Revue D’Economie Politique. 


SEPTEMBER—DECEMBER, 1939. Pour un vocabulaire international de la 
science économique. Essai de définition de ses trois notions axiales: 
utilité, valeur, richesse-: M. Manortesco. Le dilemme monétaire irlan- 
dais: V.Dmuarp. Le prélévement sur le capital en Italie : MAGDELEINE 
Apcuie. La vie économique en Allemagne : H. LAUFENBURGER. 


Bulletin de L’ Institut de Recherches Economiques. 


NoveMBER, 1939. Des rythmes séculaires d’expansion des industries 
houilléres européennes dans leurs rapports avec les prix et les cotits 
production: E. pE B. pE La Saupke. L’ Alimentation de la Belgique en 
cas de blocus. Compléments et retouches @ un plan: F. BAUDHUIN. 
conjoncture économique de la Belgique et du Luxembourg : L. H. DuPRIEZ. 
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Annales de la Société Scientifique. 


JANUARY-MaRcH, 1939. Considérations sur les principes économiques d’un 
systeme fiscal: F. MomBert. Le probléme démographique au Japon : 
P. Summon. La dérivation statistique des élasticités de lV offre et de la demande 
et la méthode Leontief : V. JONKMANS. 

Aprit-SEPTEMBER, 1939. Essai sur le mécanisme des échanges monétaires : 
G. E. Un index mensuel des prix de détail agricoles de 1920 a 1939 et un 
apergu des indices agricole en Belgique: V.JoNKMANS. L’industrie des 
métaux en Belgique au cours des six derniéres années: H. Mansion. Le 
financement de la vente & tempérament dans le commerce de détail en 
Belgique : C. DEL MARMOL, 





Revue de L’ Institut de Sociologie. 


OcToBER—-DECEMBER, 1939. La Direction politique: M. ANSIAUX. 
L’Evolution sociale de Monts-de-piété : H&LkENE ANTONOPOULO. 


Schmollers Jahrbuch. 


Avaust, 1939. Ansprache des Reichsministers Dr. Frank vor den Pro- 
fessoren der Wirtschaftswissenschaften. The Minister admonishes the 
assembled economists to cease recommending their special theories as 
more National-Socialist than others and to cease presuming to have anti- 
cipated the Fiihrer’s programme. The only applause is noted when the 
Minister promises that students shall now really “live only for their 
studies and free of anything else.” He declares that no one should 
deceive himself into attributing high quality to the scientific work done by 
the ‘‘ Anglo-Saxons.” Die Bedeutung der Geldwirtschaft : R. W1LBRANDT. 
Die Bevélkerungs-dynamik : E. Scoorer. The author argues that the 
“‘ Lebensraum ’”’ of a nation cannot be measured by the ‘“‘static’’ density 
of population, but must take into account such things as rates of repro- 
duction, quality of the land, dominions, colonies, economic dependencies 
(even Palestine, Scandinavia, Argentine and Portugal are considered as 
part of the British “‘ Lebensraum ” though with a “‘ discounted value ’’), 
mineral resources, national groups abroad, export markets, etc. The 
author then proceeds to statistical calculations which make allowance 
for all these things. The results are the following dynamic population 
pressures per unit of “‘area’’: Germany, 219; Great Britain, 37; 
France, 111; Switzerland, 181. The conclusion: Germany needs more 
“‘ Lebensraum” and ‘‘ England must make in every respect generous 
and far-seeing concessions.” This is ‘‘ not politics, but the categoric 
imperative of existing conditions.” Die jiidische Landansetzung im 
System des russischen Judenrechtes. R. Mavuracw. The author 
describes the attempts of the Czarist Governments to ‘‘ educate ” the 
Jews by settling them as farmers, and the way in which these attempts 
were frustrated by Jewish disinclination to earn a living on the land. 
Leibnitz als Wirtschaftspolitiker. W. Herrtrmtruer. Die rdumiiche 
Bindung der italienischen Kolonialpolitik : J. HasHAGEN.—There is a 
review of a book on War Finance by H. Jecht. The reviewer quotes 
with approval that in a future war the main burden must be borne by 
the receivers of small incomes ‘‘ even more than hitherto.” 

OcroBER, 1939. Fiihrung und Hegemonie: C. Scumitrr. An article of 
some topical interest both by reason of the personality of the author 
(who is the unofficial German ‘‘ Attorney to the Crown ”’) and the sub- 
ject : leadership and hegemony in international relations. The article is 
in the form of a review article of a book by Professor Triepel on the sub- 
ject. Direct political discussions, or even allusions, are avoided, but 
Professor Schmitt is very indignant with his author for blasphemming the 
nature of personal leadership by trying to explain it as the same socio- 
logical relationship as that of group and State leadership (e.g., America— 
Cuba), or indeed even by trying to explain it in ordinary sociological 
terms at all. Zur Vorgeschichte der deutschen Wirtschaft. I: H. 
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BecHTEL. The first of two articles on German economic “ pre-history ” ; 
dealing with the Stone Age. The author protests against attempts to 
equate German economic pre-history with present primitive economies, 
Rather, one ought to see in it ‘‘ the battle of the German spirit ”’ in its 
beginnings. The purpose of the article is to destroy the impression 
(created by “ materialistic-Marxist ’” or ‘ politico-clerically ” biassed 
scholars) that “‘ our culture started only with the introduction of Chris- 
tianity.”’ Die historischen Quellen des Erbhofgesetzes und seiner Prob- 
leme: K. WattemMatTH. Die Tiirken und der Balkanhandel wéhrend der 
Tiirkenzeit: A. Menuan. A defence of the Turks from the accusation 
of having done nothing for the commerce of South-Eastern Europe dur. 
ing their rule prior to the Balkan Wars. Uber statische Lagerzyklen : 
K. Stine. A strictly theoretical discussion of the problem of trade 
cycle movements in stocks of goods reminiscent of that which has recently 
received attention in English literature. 

DEcEMBER, 1939. Zur Vorgeschichte des deutschen Wirtschaft. II: H. 
BecuteLt. This second instalment (cf. October issue) deals with the 
Bronze Age. This epoch is glorified as one of purposefulness, discipline 
and planning, not for personal enrichment, but to increase the Lebens- 
raum of the community. Wirtschaftliche Lebensrythmen. F. W1Lken, 
In the course of the article the author argues against autarky and 
finds some friendly words for British colonial policy. He finally 
advocates economic planning by industrial associations of producers 
and consumers to overcome the ‘‘ abnormal ”’ course of economic life 
in trade cycles. Vom Werden und Sein des Geldes : J. Pattaur. Uber 
die Anfinge der Staats- und Soziallehren im griechischen Mittelalter : J. 
HASHAGEN. 

Zeitschrift fiir Nationalékonomie. 
Vout. 2. V. Leibniz und Cournot : E, LizrMaNN KEIL. On the relations 
between mathematics and economics. Die Grenzkosten als Grundlage der 
Preispolitik der Betriebe : H. MOLLER. An elementary attempt to resolve 
a controversy between Schmalenbach and Mellerowisz (two leading 
** business economists ”’) as to whether prices should be fixed at marginal 
cost, by pointing out that this should depend on the state of competition. 
Die Bedeutung der Warenkreditabkommen im Handel Grossdeutschlands 
mit Stidosteuropa : G. ScHMOLDERS. The only article of topical interest 
in this issue. After explaining the well-known principles of the bulk- 
barter exchange agreements between Germany and the Balkan countries, 
the author declares that this system can only be used by a state-regulated 
economy, and not by countries who give credits as “‘ merely financial 
transactions.” The Times is quoted as evidence for this when the 
difficult English-Rumanian negotiations of this summer are analysed. 
Also, the German ‘‘ commodity ”’ credits to Turkey and the English 
“* financial ’’ credit of £16,000,000 to Turkey are contrasted, and it is 
explained that Turkey would fare much better under the former arrange- 
ment. The article (evidently written before the war) expresses the hope 
that ‘‘ already in the current year two-thirds of Turkish foreign trade will 
be with Germany.” The German—Rumanian Treaty of March 1939 is 
praised as the complete harmonisation of the two economies; the 
** slumbering natural resources,”’ such as ‘‘ Rumania’s and Yugo-Slavia’s 
ores, the timber and the arable soil of all South-Eastern countries, in 
particular, however, Rumania’s rich oil-fields”’ “‘only wait ’’ for German 
““economic initiative’? through commodity credit arrangements. 
Konjunkturbewegungen und Entwicklungstendenzen im Eisenbahngiiter- 
verkehr in Deutschland, Frankreich und den Vereinigten Staaten bis zum 
Ausbruch der Krise von 1929: A. KnosuicH. Using goods-traffic 
statistics as a trade-cycle barometer and to show the effect of structural 
changes on the trend of goods traffic, the author finds only German, 
French, and American statistics suitable for his purpose, because they 
are in units of ton-miles. The French series is particularly good, 
going back to 1853. Wéirtschaftsordnung und Statistik: A. MADLE. 
The field for the collection of statistics is much wider in a totalitarian 
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State, because there is ‘‘ no private sphere of the citizens ” to be respected. 
There is also a review by Hua of a book by RENTROP on price control, 
in which the author is reproached for supporting the view that the 
controlled price must be the right price ‘‘ because ”’ it has been fixed by 
the authorities. The problem of “ cost plus ”’ prices was giving trouble 
in Germany, too, even before the war. Another review article—on the 
corporative system—is by Fossati on a book by SERPIERI. The book 
reviewed was awarded the Mussolini Prize by the Italian Academy. 


De Economist. 


OcTOBER, 1939. SBilateralisme: J. H. SpreGetensera. After 1929, 
governmental intervention in foreign trade became common. There 
was after that date a contraction in the volume of trade, but also special 
tendencies, including bilateralism—i.e., the balancing of exports and 
imports in respect of each country with which trade is carried on. A 
general discussion is given of the various devices of control—e.g., quotas, 
exchange control, clearing agreements, etc. In the case of clearing 
agreements it is necessary to distinguish the effects in the case where 
two ‘‘ weak’ countries are concerned from those where the agree- 
ment is between a debtor and a creditor country. After reference 
to the League of Nations publication on the subject, there is a detailed 
history and discussion of the history of the question so far as Holland 
is concerned. Hoofdproblemen van den modernen detailhandel, II: 
Jutivus Hirscu. A continuation of the discussion of problems of retail 
trade. The matters dealt with include : the various forms of the struggle 
between large- and small-scale business; control of prices and profit 
margins; the difficulties involved in price fixation. In the next section 
the writer deals with the five principal sources of loss in trade (goods, 
customers, agents, marketing areas and miscellaneous business costs as 
in personnel and advertisements). In conclusion general questions of 
costing are considered. Certain figures show remarkable uniformity 
in different countries—e.g., figures for volume of transactions per person 
employed. 

NovEMBER, 1939. De Duitsche volkshuishouding en hare financiering. 
H. J. von Brucken-Fockx. (Written before the war.) During the last 
six years Germany has been a gigantic laboratory for economic experi- 
ments. In essentials the German economy is extremely simple: it is 
in all circumstances to place the general interest above the particular 
interest, and consciously to place the money side of economy in the 
second place, bringing the goods side into the foreground. To under- 
stand the German economy, it is necessary to cut oneself free from 
traditional economic doctrine. German policy has had the quality of 
flexibility. National labour has been the alpha and omega. The State 
has appeared as the great consumer. The object has been to increase 
production and use; less importance is attached to profitability than 
in liberal doctrine. The article summarises results in volume of pro- 
duction, stability of prices, diminution of unemployment, the extent 
of the national debt, and the methods of financing industry. Het 
Roemeensche landbouwvraagstuk : E. DiacontipgE. A survey of the 
Rumanian land question against a background of Rumanian history. 
The general conclusions are: (i) The loss of the original economic 
freedom enjoyed by the Rumanian peasants was a consequence of 
the rise and extension of the central authority; (ii) the attempt to 
introduce into Rumania West-European liberal, economic and juridical 
categories, which did not fit into the still feudal structure of Rumania, 
has failed; (iii) the increasing threat of the danger of war has 
‘murdered ”’ all progress, prevented the rise of any industrial society 
(in the Spencerian sense), and has given the community a military 
character. 

DEcEMBER, 1939. Lenige belangrijke onderdeelen van de economische 

weerbaarheid der oorlogvoerende landen: J. VAN ETTINGER. A con- 

sideration of some of the economic factors affecting the defence of Great 
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Britain, France and Germany. Primarily, the elements to be considered 
are labour, manufactures, raw material and transport; but it is also 
necessary that there be systematic organisation in detail. In this 
respect the totalitarian States have been organised to the minutest 
detail in times of peace. Mussolini is quoted as saying that ‘“‘ the 
normal economy is a war economy.” In connection with raw material, 
comparative figures are given for the production and import of agri- 
cultural products and livestock, coal, ores and mineral oils. Under 
industry it is pointed out that in recent years the volume of industrial 
activity in Germany has been wholly independent of the world con- 
juncture. The ways by which industrial activity can be increased— 
enlarged number of workers, rationalisation, lengthened hours—are 
illustrated. The fact that industrial activity declined as it did in 
England in 1938 is evident proof that there can be no question of any 
systematic direction of industry in England in preparation for war. In 
connection with foreign trade there is a detailed analysis for England, 
France and Germany, showing for 1938 the state of trade (a) with 
countries with which trade is still possible; (6b) with countries with 
which trade is now difficult; (c) with enemy countries. The article 
also deals with the position with regard to transport, especially shipping, 
and the resources for foreign payment. Oorlog en prijsvorming: De 
ondergang van West-Europa: W. J. L. vAN Es. The observation of 
variations in the money-prices of goods leads to the question whether 
they are caused by changes in demand and supply on the side of money 
or on the side of goods. In addition to explanations relating to changes 
in the supply of money, there is also the possible variation of value in 
gold itself. The writer argues that variations in price level during war 
are caused by a fall in the value of gold on the world market. 
JANUARY, 1940. Inductie: W.L.Vatx. The writer comments on recent 
tendencies in America (not wholly absent in Holland) to assume a de- 
preciatory attitude towards theory. The meaning of induction and 
deduction is considered. Neither, in economics, can be used to the 
exclusion of the other. The article deals with the relation of the two 
in the social sciences, and the place of each in connection with various 
economic problems. De Economie overbodig en schadelijk : J.G.Scuovur. 
An answer to a speech by Professor Goudriaan involving a general 
attack on economics and economists. The three main points of attack 
are summarised thus: (i) We do not have at our disposal an ‘‘ economic 
science,’’ since those who have made the official economic science have 
no practical experience in economic life; and as they have no practical 
knowledge of mechanics, they can only theorise unfruitfully with regard 
to economic life where the problem is always one of quantitative phe- 
nomena; (ii) “‘ Economy ” is superfluous and harmful; consequently 
instruction in social economy should be restricted, and a much larger 
place assigned to the theory of business; (iii) Owing to the absence of 
an economic science, Goudriaan’s proposals for monetary stability based 
on @ money represented by commodities has never been constructively 
criticised, nor has it received the attention it deserved. The. writer 
replies in detail to the three lines of attack. 


Rivista Italiana di Scienze Economiche. 


Aveust, 1939. Finanze imperiali: F. Firora. The budget figures for 
the third financial year of Imperial Italy reveal an estimated expenditure 
of 36,530 million lire and a revenue of 31,297 million lire, making a 
budget deficit of 5,233 million lire. The writer derives what consolation 
he can from the reflection that the figures for Britain and France for the 
same year (1939-40 on a peace-time basis) show that Italy is not alone 
in feeling the burden of empire and armaments. Contingentamenti e 
cambi specifici: G. Bocero. An analysis of the effects on price, cost 
and other economic elements, of quota restrictions combined with 
foreign exchange control. It is shown how, by manipulating the rate 
at which foreign currencies can be acquired for specific transactions, it is 
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possible to subsidise exports. Per un migliore sistema di accertamento del 
reddito ai fini della imposta globale : V. Bompant. A suggestion is made 
for an improved method of assessment of income for the purpose of 
taxation. 


SEPTEMBER, 1939. Note direttoriali: A.D.S. This number of the Rivista 


begins with three short notes by the Editor, the first on the world 
production of gold, the second on agricultural costs of production and 
prices, and the third on schemes of improvement (bonifica) for land in 
Sicily. Appunti su problemi dell’autarchia: G. Boreatra. A dis- 
cussion of some recent contributions by A. de’Stefani and G. Mazzei to 
the problem of autarky. L’imposta ordinaria sul patrimonio e Vimposta 
generale nell’ordinamento tributario: C. CoxtanI. An account of two 
new taxes which were imposed in September 1939 in order to cover 
the deficit on the ordinary budget—a tax of 0-5 per cent. on property 
and capital, and a new form of turnover tax of 2 per cent. on all gross 
money receipts other than interest on capital, wages, and salaries; this 
is in replacement of the former sales tax. J redditi industriali delle societa 
cotoniere: P. Dr’ Sterani. An analysis of profits of joint-stock 
companies in the Italian cotton industry from 1926 to 1936. 


OcToBER, 1939. Nota direttoriale. La disciplina dei consorzi: S1IGcNoR 


A. DE’ STEFANI criticises the great industrial undertakings and combines 
in Italy for their secretiveness in regard to the value of their assets and 
their price policy, and urges the necessity for more publicity and more 
control in the public interest. L’imposta cinese sul reddito ed il primo 
semestre di applicazione: C. T. Liane. An account, by the Director of 
the Department of Direct Taxation in the Chinese Republic, of the 
organisation and methods employed in levying the income tax of 1937 
within the area of Shanghai. Vedute americane swll’autarchia alla luce 
del Fascismo : A. CrosaRa. A, commentary from the Italian standpoint 
of an article by John Chamberlain in the September issue of Harper’s 
Magazine, in which are discussed some problems of American internal 
and external trade. Industrializzazione dell’ edilizia popolare : G. Crocca. 
A plea for the construction of working-class houses by mass production 
on industrial lines. La politica annonaria nell’economia corporativa : 
R. Faussone. Suggestions for improving the marketing of foodstuffs 
in Italy. 


NoveMBER, 1939. L’autofinanziamento e il diritto @imposta. La distri- 


buzione delle derrate alimentari. Politica commerciale di adattamento: 
A.D.8. Three short notes by the Director of the Rivista dealing criti- 
cally with certain aspects of industrial self-financing; with a new official 
organisation for the distribution of foodstuffs; and with the scope for 
the expansion of Italian export trade under present conditions. Sopra- 
prezzi e disoccupazione: L. Rossi. It is not only the consumer who 
suffers from the monopolistic restriction of output and high prices, but 
also various rent elements are prevented from coming into being and 
there is loss due to the decreased employment of factors of production. 
La famiglia nell’economia della nazione: \|F. Lorrrepo. A plea for 
research into the economic significance of the family as a unit within the 
nation. Sulle relazioni fra valore mediesterno della lira e commercio 
esterno: B. R. RaGazzi. An article in continuation of one published by 
the author in the Rivista for January 1939, and dealing with the relation 
between the external value of the lira and the volume of imports and 
exports in the period 1935-1937. La disciplina del mercato del grano in 
Francia: A. LispERo. An article of considerable length describing the 
working of the Office du Blé, established in France in 1936 for regulating 
the prices and marketing of wheat. 


Giornale degli Economisti. 


May-JuNE, 1939. Jl posto del risparmio in un programma di economia 


induttiva: R. Bentni. A plea for inductive research into the nature, 
causes, and amount of individual savings in a modern community. 
Schemi recenti di comunismo e socialismo: G. U. Pari. A contribu- 
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tion to the controversy regarding the possibility of the efficient planning 
of production and distribution in a communist or socialist State. 
Economia corporativa e principio autarchico : E. Fossatt. The fact that 
autarky, within a corporative economy, can avoid the waste of idle 
resources present in a liberal economy, is so important that this gain 
much outweighs any loss on account of foreign trade. Sull’impiego 
investigativo dello schema probabilistico di Poisson: M. BoupRIni. An 
inductive application of ‘‘ Poisson’s series.” Autarchie monetarie e 
monete imperiali: G. Zuccout. The problem of gold as a basis for an 
international currency standard is discussed, with special reference to 
the position of the pound sterling and to the absorption of gold by 
America. Jntorno alle origini del materialismo storico: L. Dat Pane, 
A discussion of the influence of the ideas of Lorenzo Stein and of Victor 
Considerant upon Marx and in particular upon the formulation of the 
Communist Manifesto. Economia ed economisti di Puglia: Giuseppe 
Maria Romanazzi : G. C. Donvito. 

Juty—Avuaust, 1939. Della discriminazione dei prezzi: A. Borpin. A 
mathematical treatment of some problems of discriminating prices. 
Forze vive e forze propulsive dell’economia nella concezione tradizionale e 
in quella corporativa : A. GAMBINO. The Walrasian doctrine regarding 
the tendency of economic forces to equilibrium in a free system is 
assessed and found wanting where dynamic conditions prevail. With 
this is contrasted the corporative principle of conscious control and 
adaptation of economic forces with a view to maximum economic and 
social gain. Ricerche teoriche sulla legge di sviluppo delle industrie nuove: 
F. BramsBitta. With the aid of a series of differential and integral 
equations, the writer shows that the course of expansion of an industry, 
resulting from an invention, tends to follow a logistic curve, although 
the curve may be deformed if a very pronounced trade cycle is en- 
countered, as in the years 1929-34. La regolamentazione del commercio 
estero e la pluralita det cambi: A. DE Toma. An analysis of the 
theoretical problems arising under a system of exchange control where 
varying rates prevail for exports and imports, and for individual com- 
modity exchanges. Appunti criticit sul massimo di utilita dato dalla 
libera concorrenza: U. Gosst. Sulla validita del teorema del massimo di 
utilita nella concorrenza: G. DemMARIA. Replica: U. Goss. The fore- 
going three articles comprise an interchange of views between Professors 
Gobbi and Demaria on controversial issues arising out of the doctrines 
(a) of maximum satisfaction under conditions of perfect competition, 
(6) of consumers’ surplus. Estensioni nel concetto di media: P. Mar- 
TINOTTI. A contribution to the mathematical theory of the statistical 
mean. 

SEPTEMBER-OCTOBER, 1939. Preliminari ad una economia di guerra: 
A. Lanzitto. ‘ The economic strength of a country does not depend in 
general on the area of territory which it has succeeded in occupying by 
force, but upon its capacity to create economic relations and links, and 
political friendships and links with other countries; it depends upon 
the attracting power that it exerts upon other peoples, with the 
resulting increase of exchanges and development of mutual prosperity.” 
Sull’attendibilita di una tesi di Keynes a proposito di variazioni dei 
salari monetari e reali: G. Demaria. An attempted statistical veri- 
fication of the view put forward by Mr. Keynes in his General Theory of 
Employment, that real and money wages tend to vary in opposite 
directions, yields results which do not appear to bear out this contention. 
Correlation tables are given for monthly movements of wages in Italy 
from 1935 to 1937, and for annual wage movements in eighteen countries 
from 1930 to 1937. Considerazioni sulla natura dell’atto economico: G. 
PIETRANERA. A contribution to the psychological theory of the nature 
of economic action. Il contadino sovietico: L. E. Huspparp. Beginning 
with an account of the organisation and working of collective farms in 
Russia, this article goes on to consider the effects on the Russian peasant. 
It is concluded that down to the present time the peasant, as a class, has 
been exploited for the benefit of the urban and industrial class, and that 
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he is probably no better off economically than the peasant before the 
war. The productivity of labour on the land has, however, increased. 
Sviluppo della citta di Roma in confronto alle altre maggiori citta italiane : 
G. TAGLIACARNE. A comparison of the relative importance, from various 
standpoints, of Rome and of other large Italian cities, during the last 
thirty years. Una pagina di storia industriale francese durante la crisi 
del 1831: A. Fossati1. An account of Franco-British commercial 
relations in 1831—a year of economic crisis in both countries. Sulla 
tassabilita degli extra-profitti di congiuntura : G. DeMaria. A brief note 
on the possibility and desirability of taxing the profits accruing to firms 
as a result of exchange control. The sum of 2000 million lire is quoted 
as an estimate of the magnitude of such profits. 


Rivista di Storia Economica. 


SEPTEMBER, 1939. Alexander Wedderburn e la teoria della rendita sino 
al 1777: W. RR. Scorr. The so-called Ricardian theory of rent is 
traced back, in its first formulation, to the Scottish writer Alexander 
Wedderburn about the year 1753. Relazioni fra il Cantillon e il Galiani : 
A. LANzILLo. An estimate of the importance of the economic works of 
Cantillon and Galiani. 


Ekonomisk Tidskrift. 


DeceMBER, 1939. The Finnish Economy in relation to the Swedish : 
C. A. J. Gapotry. The article is in two parts, the first dealing with 
general statistical comparisons, the second with the experience of the 
two countries in the trade cycle, 1928-37. Agriculture (including 
forestry) absorbs nearly 60 per cent. of the population of Finland, com- 
pared with 35 per cent. in Sweden. The relation of population and 
acreage in Sweden and Finland is roughly 3:2. Finnish agriculture is 
domestic in character, and as a result of land-tenure reforms after the 
last war an exceptionally large number of farmers own their land. 
Finland suffered worse in the depression than Sweden, but recovered 
quickly. By 1934 the 1929 level had been regained, and since then 
conditions have been ideal. The greater severity of the crisis, in spite 
of the fact that Finland is a relatively self-contained economy, Dr. 
Gadolin ascribes to the collapse of agricultural credit, of the timber export 
trade, and to the burden of the external debt. The similar success in 
recovery in spite of diametrically opposed policies he ascribes to the 
difference between the countries. Owing to the greater poverty of the 
home market, Dr. Gadolin believes that there is less scope for a public 
works policy in Finland than in Sweden. Definition and Terminology 
in the Theory of International Trade: Karin Kock. Professor Kock 
takes to task recent writers on international trade, especially Drs. 
Iversen and Kindleberger, for causing confusion by not defining their 
terms sufficiently—for instance, in describing the movement of short- 
term funds as similar in kind to gold movements, in not distinguishing 
the effects of a single capital transfer and a continued movement suffi- 
ciently, and in the use of the term “real capital movement.” She 
suggests a more accurate terminology, distinguishing between unilateral 

ayments (of which she finds six different varieties) and changes in the 
oreign balance. In a later section Prof. Kock examines the contention 
that the export of short-term funds may have an inflationary effect in 
the losing country. She believes that although this phenomenon may 
sometimes occur, more frequently the analysis has not been carried 
far enough. Price Control and Cost Calculation during a Blockade 
Crisis : S. Cartson. Dr. Carlson examines the difficulties involved in 
adjusting supply and demand at a price lower than the free price, 
particularly in the case of many product firms. He first examines the 
possibility of following the cost of the least efficient producer, and 
secondly of an individual ‘“‘ cost + normal profit” basis. Dr. Carlson 
draws largely on Prof. Taussig’s experience in the last war. In a later 
section he proposes to deal with different price policies. Shorter 
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Notes.— Money Market Changes since the Outbreak of War: M. 
JOSEPHSON. The most important developments appear to be a fall in 
deposits and a rise in bank loans. There has also been a considerable 
rise in interest rates. The Study of Economics in the Swedish Uni- 
versities. A report by the universities, urging the establishment of a 
Chair of Economics in the Faculty of Philosophy at Uppsala. 


Ekonomist (Zagreb). 
(Articles printed in Croatian.) 

SEPTEMBER-OCTOBER, 1939. Zhe Development and Migration of Industry 
in Croatia: I. Kresié. The Problems of Swiss Agricultural Policy : W. 
Kuti. Unemployment and Business Cycle in Great Britain : F. BENHAM. 
Corporative Economic Theory : N. Mirxovié. International Mandates : 
P. Dicovic. The System of Planned Accounting: F. Krascevié. 
Collective Contracts : A. GAVRILOVIC. 

NOVEMBER, 1939. The Problems of the Press in Croatia: E. Baurr. 
Planned Accountancy : F. KrasGevié. The Danube as a Means of Com- 
munication: N. Persié. The Middleman in the Shipping World: V. 
BRAJKOVIC. 

DECEMBER, 1939. The Utilisation of Machines and Agrarian Implements 
an our Rural Economy: K. SoStarié-Pisacié. Planned Accountancy : 
F. Krascevié. The Danube as a Means of Communication : N. PERSi6. 
The Case of ‘‘ The City of Flint” in the Light of the Rights of Men: J. 
ANDRASSY. 

JANUARY, 1940. Use of Artificial Dung in Yugoslavia and in other coun- 
tries : K. SoStari¢é-Pisacié. Improvement of Economics in the Province 
of Croatia: O. FRaNGES. Economic Ability of Great Britain and War : 
G. CROWTHER. 


Revista de Ciencias Econémicas. 


AvucustT, 1939. Consequencias sociales de los cambios econémicos: A. E. 
Suaw. La politica monetaria reciente de la Republica Oriental del 
Uruguay: C. C. Horton. Las ideas econdmicas de Mariano Moreno y 
la Revolucién de Mayo: G. H. Lestarp. La industria minera en la 
riqueza de la Provincia de Mendoza : A. Matuus-Hoyos. 

SEPTEMBER, 1939. La coordinacién de transportes de la ciudad de Buenos 
Aires: T. S. DE Bustamante. Cdlculo de algunos momentos: C. E. 
Dievuterair. Metédos de valoracién de incapacidades por accidentes del 
trabajo : M.Ossorio. El régimen sobre faltas en laley : A. R. Mazzocco. 


The Ways of Economics (Jerusalem). 
(Articles printed in Hebrew.) 


Vou. I, No. 7. Present Problems of our Economics. War Economics in 
Great Britain. Absorptive Capacity of our Agriculture. 


"ErOedpyotg Kowwvixiig xal Anuociag Olxovourxic- 
(Articles printed in Greek. Short summaries in French.) 


JuLY-—DECEMBER, 1939. Véicissitudes économiques de Byzance: A. Dio- 
MEDE. Revue critique de la théorie de la distribution: S. CaTiFoRIs. 
Relations de la Banque de Gréce avec V'Etat. Services spéciaux de la 
banque enversl’ Etat: S. Grecoriov. La méthode de l’ économie politique 
d’apres le dernier livre du professeur B. Nogaro : G. CoLoMBOS. 


Kyoto University Economic Review. 
OcToBER, 1939. Economic Thought in the Early Period of the Tokugawa 
Era: E. Hongo. Characteristic Features of Japanese Small Industries 
and Policies for their Development: I. OrsuKa. Deposit Currency and 
its Velocity of Circulation in Japan: M. NaKaTAni. 
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The Yenching Journal of Social Studies. 

Juty, 1939. The International Labor Organization and the Regulation of 
Labor Conditions in China: AuGustaA WaGNER. The Travels of Lao 
Tsan: H. E. SuHapick. Experiments in Local Government: Tun- 
Jou Ku. 





NEW BOOKS 
British. 


Arnot (R. P.). An Introduction to Political Economy. London: 
Marx House, 1939. 8”. Pp. 26. 6d. 


[Ten short lectures on economics seen through communist spectacles. It 
follows closely the Marxian orthodoxy.] 


BaNnERJEA (P.). A Study of Indian Economics. London: Mac- 
millan, 1940. 83”. Pp. xiv + 395. 10s. 

[This is a fifth edition, revised and enlarged, of a book originally published in 
1911 and reviewed in the Economic Journat of March 1912 by Sir T. Morison. 
Though brought up to date in certain detail, its emphasis on different problems 
still remains that of its moment of origin. It provides a partly descriptive, 
partly analytical, survey of the Indian economy, discussing the environment 
and population, the social structure, the forms of production, the basis of distri- 
bution, the systems of currency, banking, exchange and public finance. The 
problems of land tenure, of famine, rural indebtedness and unemployment all 
receive attention. } 


The Bank and Insurance Shares Year Book, 1939. London: 
Trust of Insurance Shares, Ltd., 1939. 7”. Pp. xvi + 736. 10s. 6d. 
[The present year book provides more detail, in particular with regard to the 


latest valuations of life funds, and details of premium incomes ,expenses, claims 
and profit ratios.] 


Bay ey (V. H. M.) and Taytor (E. M.). The Excess Profits Tax. 
London: Macdonald and Evans, 1939. 8}”. Pp. 113. 6s. 

[A legal study of the tax, the businesses liable and exempt, the definitions and 
methods of calculation of profits, standard profits, and capital, of the relation of 
the tax to other taxes, and of the effects of sales, amalgamations and other changes 
of ownership or control.] 


Beer (M.). An Inquiry into Physiocracy. London: Allen and 
Unwin, 1939. 73”. Pp. 196. 6s. 
[To be reviewed. ] 


BreHREND (H.). The Real Rulers of Germany. London: Lawrence 
and Wishart, 1939. 73". Pp. 231. 3s. 6d. 

[This book, to which Mr. Page Arnot contributes a preface, is a translation 
from a German original, published in Paris. The real rulers of Germany are, 
according to the author, the big industrialists, Thyssen, Krupp, Végler, Flick, 
Stinnes and others. How far do recent events suggest the accuracy of this 
view ?] 

BenuaM (F.). Economics. A General Textbook for Students. 
London: Pitman, 1940. 8”. Pp. xv + 492. 7s. 6d. 

[The only important change from the first edition is a short section on idle 
resources, discussing the ideas involved in “‘ the multiplier ’’ and “‘ the acceleration 
principle.”’] 

Carr (E. H.). The 20 Years’ Crisis, 1919-1939. London: Mac- 
millan, 1939. 8}”. Pp. xv +313. 10s. 6d. 

[To be reviewed.] 














176 THE ECONOMIC JOURNAL [MARCH 


CiarK (F. Le G.) and Toms (R. W.). Evacuation. London: 
Fabian Society, 1940. 8}”. Pp. 16. 3d. 


[An interesting but pessimistic review of the attempt at evacuation. The 
authors would tidy up the existing mess by building new school buildings and 
hutment camps on a large scale, and providing the necessary health services, 
communal feeding and other necessary amenities. One could wish that this had 
been done in advance, but with the present and prospective scarcities of man. 
power and materials it is difficult to see much hope of it being carried out now.] 


CLARKE (R. W. B.). The Economic Effort of War. London: 
Allen and Unwin, 1940. 8”. Pp. 250. 7s. 6d. 


[Reviewed in this issue.] 


CRowTHER (G.). Paying for the War. London: Oxford Uni- 
versity Press, 1940. 7”. Pp. 32. 34d. 


[Starting from an assumed national income of £7000 millions with full employ. 
ment, Mr. Crowther seeks to discover how a war effort of £4000 millions can be 
financed. He states the alternatives: inflation; taxation; borrowing. His con- 
clusion is that ‘it is, in fact, humanly impossible to finance a totalitarian war 
entirely out of taxation.”’ Genuine saving he puts, somewhat conservatively, at 
* about £750 millions plus whatever additional savings are brought into being 
by rationing.” ‘*‘ We should first concentrate on raising taxation to the highest 
supportable level on rich and poor alike. We should then see what can be done 
by rationing to increase the genuine savings that can be borrowed. And only 
when we have exhausted these deliberate and scientifically planned devices should 
we turn to the haphazard, incalculable and regrettable method of inflation.”’] 


CROWTHER (G.). The Sinews of War. London: Oxford Uni- 
versity Press, 1939. 7”. Pp. 32. 3d. 

{It is Mr. Crowther’s purpose to show, first, that war is now predominantly 
an economic and industrial conflict; second, that if we exert all our industrial 
energies to the full, the advantage is overwhelmingly on our side. He seeks to 
show this by comparing the productivity per head in Great Britain and in 
Germany, more particularly in relation to the man-power required to feed us, 
and by comparing our resources in essential industrial materials. It is a pity 
that, with so strong a case to argue, he has given the impression of overstating 
it. In relation to man-power he surely omits the numbers employed here in 
transporting our exports and imports, and (what is at the moment more im- 
portant) building the ships and equipment to exchange our exports for imports, 
and also the additional numbers employed in organizing distribution and exchange 
on @ more complex international scale. When he compares the raw material 
position, again, he excludes several of the materials in which we are at a relative 
disadvantage. His main conclusions are, however, irrefutable. ] 


Darsy (H.C.). The Draining of the Fens. London: Cambridge 
University Press, 1940. 9”. Pp. 312. 21s. 
[To be reviewed.] 


Darsy (H. C.). The Medieval Fenland. London: Cambridge 
University Press, 1940. 9”. Pp. xvii + 200. 12s. 6d. 
[To be reviewed.] 


Dennison (S. R.). The Location of Industry and the Depressed 
Areas. London: Oxford University Press, 1939. 83”. Pp. vi+ 
216. 10s. 

[To be reviewed. ] 


Dickinson (H. D.). Economics of Socialism. London: Oxford 
University Press, 1939. 734”. Pp. x + 262. 8s. 6d. 
[To be reviewed. ] 
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DockER (F. J.). Foreign Exchange. London: P. S. King, 1940. 
83". Pp. xii + 326. 15s. 
[To be reviewed. } 


DurRBIN (E. F. M.). How to Pay for the War. London: Rout- 
ledge, 1939. 7”. Pp. xii+ 119. 3s. 6d. 


[Reviewed in this issue. ] 


Dursin (E. F. M.). The Politics of Democratic Socialism. Lon- 
don: Routledge, 1940. 83”. Pp. 384. 7s. 6d. 


[To be reviewed.] 


The Economic Status of Coloured Families in the Port of Liverpool. 
Liverpool: University Press, 1940. Pp. 23. Is. 

[The material for this interesting, though slight, report was collected by Mr. 
H. F. Prescod, a native of British Guiana of West African descent. A total of 
225 coloured families was visited, and the enquiry was limited to families con- 
taining insured persons, the majority of whom had in fact been living in England 
forsome time. Repeated comparisons are made with the results of the Merseyside 
survey, but conditions have changed so much since 1930 that this is sometimes 
misleading. Only 14-11 per cent. of the coloured families were over 50 per cent. 
above the poverty line, as compared with 48-5 per cent. of the white families, but 
the corresponding percentage for over 33 per cent. below the poverty line were 
8-5 and 7-7. This takes no account of the fact that the coloured families are 
obliged to pay rents that are higher than the normal with equivalent accom- 
modation. } 


Epwarps (N.). History of the South Wales Miners’ Federation. 
London: Lawrence and Wishart, 1939. 83”. Pp. 160. 3s. 6d. 


[To be reviewed. ] 


Ernzia (P.). Economic Warfare. London: Macmillan, 1940. 
Pp.x +151. 7s. 6d. 
[To be reviewed. ] 


GuosHaL (S. K.). Sarkarism. Calcutta: Chatterjee & Co., 1939. 
94”. Pp. 57. 8 annas. 

[Benoy Kumar Sarkar was a many-sided man, who had written voluminously 
on a wide range of subjects, philosophical, sociological, aesthetic and religious, 
as well as economic. In the last-named field he had made many contributions 
to the literature of Indian currency and exchange problems. Prof. Ghoshal’s 
slight study gives us a record of his works rather than an intimate understanding 
of an interesting and attractive personality.] 


Grecory (T. E.) and Natu (W. R.). Studies in Indian Economics 
issued by the office of the Economic Adviser. First Series: Aspects 
of the Indian Tariff. No.1. The Burden of the Indian Tariff. Delhi: 
Manager of Publications, 1939. 9”. Pp. 48. 7d. 

[This is a very valuable detailed examination of the burden of the Indian 
tariff system. The first, and more general, memorandum is by Dr. Gregory 
himself, the second, going into greater detail, is by Mr. W. R. Natu. The point 
that most clearly emerges from these studies is the greatly increased burden down 
to 1933-4 due to relatively constant specific duties and falling import prices. 
Since 1934 there has been a slight reversal of this trend.] 

Hevesy (P. de). World Wheat Planning and Economic Planning 
in General. London: Oxford University Press, 1940. 9}”. Pp. 
xiv + 912. 38s. 

[To be reviewed. ] 


Hi (Potty). The Unemployment Services. London: Routledge, 
1940. 73”. Pp. xiv + 266. 7s. 6d. 

[To be reviewed.] 
No. 197.—VvoL. L. 
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The Institute of Actuaries Year Book, 1939-1940. London: 
Cambridge University Press, 1939. 84”. Pp. xlix + 253. 3s. 

[This year-book contains the usual features, including the examination 
papers set during the past year. | 


JaTHAR (G. B.) and Beri (S. G.). Indian Economics. Vol. I. 
London: Oxford University Press, 1939. 94”. Pp. xi+ 5l4. 
78. 6d. 


[This first volume of what is mainly a descriptive analysis of the existing 
Indian economy has been very considerably revised and re-written. ] 


Jones (G. P.) and Poon (A. G.). A Hundred Years of Economic 
Development. London: Duckworth, 1940. 83”. Pp. 415. 18s. 


[To be reviewed. ] 


Kuosta (K.). Indian Steel and Protection. Calcutta: Uni- 
versity Press, 1939. 84”. Pp. x + 133. 


[This is a valuable little monograph by a Cambridge graduate on the history 
and economics of the Indian iron and steel industry. He brings together 
all the material necessary to judge the results of the protection given to the 
industry, and analyses costs and profits in considerable detail. He reaches the 
encouraging conclusion that the industry will before long be able to face world 
competition unprotected. | 


LrontTIEV (A.). Political Economy. London: Lawrence and 
Wishart, 1939. 9”. Pp. 285. 2s. 6d. 


[A beginners’ course in communist economics. ] 


Locan (H. A.) and Inman (M. K.). A Social Approach to Eco- 
nomics. Toronto: University Press, 1939. 9. Pp. xvi-+ 659. 
$3.75. 


[In spite of its title, this is a text-book covering in due proportion all the 
usual subjects included in economics. It is directed primarily to the needs of 
Canadian university students, and uses real examples from the Canadian or 
American economy. There is no particular social approach, except it be a 
chapter on consumption analysis. The most thorough and clearly argued 
chapters are three (XII-XIV) on cost and prices analysis. Several important 
recent books duly mentioned in the bibliography, e.g. Keynes’ General Theory, 
do not seem to have been used. The authors are not always well informed (e.g., 
consumers’ co-operation, where secondhand sources are quoted), and the style 
is occasionally clumsy.] 


Marwick (W. H.). Scottish Local Government. London: 
Fabian Society, 1939. 83”. Pp. 28. 6d. 


[After an historical introduction, the author discusses very briefly the structure, 
finance, and main functions of Scottish local government.] 


Morcan-WEBsB (Sir C.). Monetary Management. London: Pit- 
man, 1939. 9”. Pp. xi+ 143. 7s. 6d. 


[In the introduction the Chairman of the Parliamentary Monetary Com- 
mittee writes that the appearance of a book with this title is evidence (as if it 
were needed) that the prejudice against ‘‘ monetary manipulation ’’ is rapidly 
dying out. But it would be equally reasonable to exclaim at the belated publica- 
tion of a book which assumes that all economic troubles are due to the failure of 
the banking authorities to stabilise purchasing power; which states that ‘‘ the 
mechanics of the gold standard can be expressed in the equation : gold reserve + 
fiduciary issue = note issue ’’; and which says that ‘‘ there is only one possible 
consistent meaning of the term ‘ monetary inflation,’ and that is in the sense of 
too much money.”’ The book is full of a number of quite useful quotations 
from the Macmillan Report, and the General Theory. | 
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NevraTH (O.). Modern Man in the Making. London: Secker 
and Warburg, 1939. 104”. Pp. 159. 16s. 


[An attractive picture-book which attempts to convey the essential economic 
statistics by coloured symbolic drawings. ] 


New Retail Price Index Numbers, 1938. Pretoria: Government 
Printing Office, 1939. 123”. Pp. 35. 6d. 


[To be reviewed. ] 


Our War-time Economy. The Menace of Inflation. Manchester : 
Federation of Master Cotton Spinners, 1940. 84”. Pp. 35. 

[This pamphlet is of interest as indicating the growing recognition (growing 
albeit too slowly in certain governmental circles) that inflation and rising prices 
cannot be prevented by fiat or rationing schemes, but involve the whole relation- 
ship of money incomes on the one hand and real consumable goods on the other. ] 


Pick (A. J.). The Administration of Paris and Montreal. Mon- 
treal: Guy Drummond Fellowship Trust, 1939. 9’. Pp. 201. 
$1.00. 


[This is mainly a comparative study of the methods of financial administration 
of the two cities. ] 


Picou (A. C.). The Political Economy of War. London: Mac- 
millan, 1940. 7”. Pp. viii+ 169. 5s. 

[A new edition of Prof. Pigou’s familiar work is greatly welcome. The new 
edition contains comparatively few changes from the first edition, as published 
in 1921. Three chapters on the aftermath of war, in relation to currency and 
exchange, internal debt and Government control, have disappeared. Apart from 
that, most of the changes are verbal, but none the less interesting. The latter 
part of the chapter on finance by bank credits has been extensively rewritten. 
The chapter on the technique of loans has also been substantially modified, and 
Prof. Pigou now argues that low rates of interest can and should be made to 
provide the necessary savings. ] 


Rao (V. K. R. V. ).. The National Income of British India, 1931- 
32. London: Macmillan, 1940. 84”. Pp. xiii + 240. 10s. 6d. 


[To be reviewed. ] 
RAUSCHENPLAT (H. VON) and Monte (HiLpa). How to Conquer 
Hitler. London: Jarrolds, 1940. 83”. Pp. 259. 10s. 6d. 


[To be reviewed. ] 


Reprorp (A.). The History of Local Government in Manchester. 
Vol. I. Manor and Township. London: Longmans, 1939. 9”. Pp. 
xvi + 392. 21s. Vol. II. Borough and City. Pp. viii + 467. 2ls. 


[To be reviewed. } 


Rossins (L.). The Economic Causes of War. London: Jonathan 
Cape: 1939. 74”. Pp. 124. 5s. 


[To be reviewed. } 


Smitx (C.). Food in War-time. London: Fabian Society, 1940. 
8}”. Pp. 20. 2d. 


[An unimaginative pamphlet, which retails numerous minor grievances of 
consumers, small shop-keepers and the co-operative movement, without seriously 
attempting to face the major problems involved in any food-policy in war-time. ] 

Stokes (M. L.). The Bank of Canada. Toronto and London : 
Macmillan, 1939. 84”. Pp. viii + 382. 18s. 


[To be reviewed. } 
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Suttivan (J.). The Reform of the Rating System. London: 
Fabian Society, 1939. 8}”. Pp. 30. 6d. 


[This small pamphlet manages to compress into thirty pages: a really useful 
study of the historical development of rates (the graduated rates that existed in 
some towns in the 1840’s are an interesting anomaly in the light of the uniform 
and highly regressive rates of to-day); a discussion of the effects first of the separa- 
tion of rich and poor areas, later of the progressive derating which has thrown the 
main load on to the poorer householder; the system of grants-in-aid and the 
merits and defects of block and percentage grants respectively; finally, possible 
reforms—a graduated system of differential rating, the rating of urban site values, 
@ local income tax. ] | 





Tuomas (S. E.). Teach Yourself Economics. London: English 
Universities Press, 1939. 7”. Pp. 227. 2s. 


[A not entirely satisfactory small introduction to economics, which attempts 
to cover the theories of value, production, money, distribution, and international 
trade. Demand is inelastic *“‘ when it does not change at all, or it changes very 
little, with a change in price.’’ ‘“* The demand for luxuries is elastic and the 
demand for necessaries inelastic.”’ What of two substitutes, such as beef and 
mutton, in a necessary field? Diminishing returns, though correctly stated, are 
explained in a paragraph which is concerned with the quite different issue of the 
margin of cultivation. Increasing returns are not sufficiently distinguished from 
the economies of working to designed capacity. The theory of wages is, on the 
other hand, clearly and adequately stated. This is perhaps no more than another 
example of Alfred Marshall’s dictum that “‘ it is impossible to tell the truth for 
half-a-crown.’’} 


Varca (E.). Two Systems. London: Lawrence and Wishart, 
1940. 84”. Pp. xiii + 268. 10s. 6d. 


[This is a translation by Mr. R. Page Arnot of a book published in German 
two years ago, by Professor Varga, who was formerly Professor of Economics in 
the University of Budapest. Its purpose is to contrast economic developments in 
the Soviet Union and in the leading capitalist countries. All the data—Professor 
Varga is convinced—point to the superiority of the Soviet over the capitalist 
system. ] 


WALKER (E. R.) and ANDERSON (D. L.). The Tasmanian Economy 
in 1938-39. Hobart: Pimblett, 1939. 11”. Pp. vii + 47. 


[The responsibility for this year’s survey belongs to Prof. E. R. Walker in 
place of Prof. F. R. E. Mauldon. In the statistical field, continuity is preserved 
and little change has been made. In Chapter V, Prof. Walker attempts to assess 
the probable effects of war on the Tasmanian economy. Since fruit is not 
among the necessary foodstuffs purchased under the Imperial Purchase Scheme 
there is considerable doubt whether the apple crop can be shipped to its ordinary 
markets. That might cause widespread distress in Tasmania. ] 


WatTER (K.). Towards Democracy. London: P. 8. King, 1939. 
84”. Pp. 120. 6s. 

[‘‘ Direct action culminated in 1926; parliamentary Socialism five years 
later, in 1931. What has taken their place?’’ The author of this interesting 
small book, after surveying, both historically and analytically, the labour move- 
ment from its earliest beginnings to the present day, would say there is a new 
goal (Is it really so new ?)—that of Economic Democracy. ‘‘ Certain qualities 
of this can be specified. They include two essential qualities—freedom and 
peace; and two necessary material conditions—participation by the workers 
in a management and control of industry, and an equitable distribution of 
wealth.”’] 


WaRNER (J.) and Gunn (W. A.). John Frost and the Chartist 
Movement in Monmouthshire. Newport: Chartist Centenary Com- 
mittee, 1939. 94”. Pp.ix+ 55. 5s. 

[To be reviewed. ] 
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Waite (K.). Labour and Democracy in the United States. Liver- 
pool: University Press (London: Hodder and Stoughton), 1939. 
84". Pp. xi+ 382. 12s. 6d. 

[To be reviewed. | 


WILKINSON (ELLEN). The Town that was Murdered. London: 
Gollanez, 1939. 8”. Pp. 287. 7s. 6d. 


[To be reviewed. | 


Wuuiams (D.). John Frost. A Study in Chartism. Cardiff : 
University of Wales Press Board, 1939. 83”. Pp. viii + 355. 10s. 


[To be reviewed. ]} 


American. 


Croxton (F. E.) and CowpeEn (D.J.). Applied General Statistics. 
New York: Prentice-Hall, 1939. 9”. Pp. xviii + 944 + xiii. $4.00. 


[Tobe reviewed. } 


Exus (L.E.). Reciprocity, 1911. A Study in Canadian—American 
Relations. New Haven: Yale University Press; Toronto: Ryerson 
Press (Oxford University Press), 1939. 94”. Pp. x + 207. 14s. 6d. 


[To be reviewed. | 


Fanno (M.). Normal and Abnormal International Capital Trans- 
fers. Minneapolis : Minnesota University Press, 1939. 9”. Pp. ix + 
120. $2.00. 

[To be reviewed. } 


Francis (B. H.). What Will Sociai Security Mean to You? Cam- 
bridge, Mass. : American Institute for Economic Research, 1939. 9”. 
Pp. 96. $1. 

[This pamphlet attempts, with the aid of particular examples, to explain the 
intricacies of the Social Security Act and of its 1939 amendments, but these are 
complicated enough. Insurance and retirement plans are considered in relation 
to the amendment requiring all employees to qualify for an old-age pension, and 
it is emphasised that there is ‘‘ no guarantee that social security benefits will be 
paid.”” But although it is true that rates of benefit and taxation are liable to 
change from time to time, this is to take an unduly pessimistic attitude. In 
considering the effect of the pay-roll tax on business the author expresses the 
hope that employers will react by lowering wages rather than by raising prices, 
but the argument is incomplete. ]} 


Gannett (F. E.) and CatHERWoopD (B.F.). Industrial and Labour 
Relations in Great Britain. New York: America’s Future Inc.; 
London: P. 8S. King, 1939. 9”. Pp. xlv + 364. 


[The English price of this book, reviewed in the December issue, is 12s. 6d.]. 


GANTENBEIN (J. W.). Financial Questions in United States 
Foreign Policy. New York: Columbia University Press (Oxford 
University Press), 1939. 9”. Pp. xiv + 264. 2ls. 


[To be reviewed. ] 


GraHaM (F. D.) and Wrortiesey (C. R.). Golden Avalanche. 
Princeton : University Press, 1939. 84”. Pp. xv + 233. $2.50. 


(The increasing scepticism of American opinion regarding the profitability of 
gold imports is a matter of serious concern at a moment when England and 
France are both anxious to exchange large quantities of gold for goods. This 
study of the problem, while addressed to the general reader rather than the 
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economist, deserves attention. ‘‘ Our present gold policy . . . defies justifica- 
tion on any rational economic grounds. Whatever defence there is of it must rest 
on political considerations. Gold is the instrument whereby the United States, 
in effect, is to-day strengthening the economic, political and military position of 
the foreign powers opposed to Nazidom, If this is our objective, candour suggests 
that the alliance be openly admitted. If we have no such objective, it must 
mean that we are stupidly persisting in an error lauded by its beneficiaries abroad 
and accepted by us at home because we do not perceive its stupendous cost.’’] 


GREEN (W.). Labor and Democracy. Princeton: University 
Press, 1939. 84”. Pp. 194. $2.50. 


[To be reviewed. | 


Haut (J. K.). A Study of Probated Estates in Washington with 
reference to the State Tax System. Washington: University Press, 
1939. 10”. Pp. vi + 56. 

[The purpose of this study was to discover, by sampling methods, the com- 


position of wealth in the forms of realty, tangible personalty and intangible 
personalty, and their relative distribution between individuals. ] 


Harwoop (E. C.) and Fowite (HELEN). How to Make your 
Budget Balance. Cambridge, Mass. : American Institute for Economic 
Research, 1940. 9”. Pp. 143. $1.00. 


[This guide is designed for harassed individuals and not for an even more 
harassed Chancellor of the Exchequer. ] 


Hetms (L. A.). The Contributions of Lord Overstone to the 
Theory of Currency and Banking. Urbana: Illinois University Press, 
1939. 103”. Pp. 143. $1.50. 

[This book is an attempt to fill an important gap in the literature of monetary 
theory, but it is an attempt which can hardly be called successful. The author 
has made a careful study of the writings of Lord Overstone and of some of his 
contemporaries, both of the Currency and Banking schools, and has given a very 
fair summary of their respective views. Unfortunately, however, the style and 
arrangement of the book make it difficult to read. The Currency and Banking 
controversy is treated “ in vacuo,’’ with no reference to its place in the historical 
evolution of monetary theory, while the introductory chapter, and some of the 
author’s comments reveal a very imperfect understanding of the nature of the 
English banking system in the first half of the nineteenth century.] 


KEeMMERER (E. W.). The A.B.C. of the Federal Reserve System. 
Princeton : University Press, 1939. 83”. Pp. x-+ 292. $2.50. 

(This eleventh edition of the well-known study of the Federal Reserve System 
has been substantially rewritten and brought up to date.] 


LesTER (R. A.). Monetary Experiments. Princeton: University 
Press (Oxford University Press), 1939. 9”. Pp. xvii + 307. $3.50. 


[To be reviewed. ] 


Lyon (L. 8.) and others. Government and Economic Life. Vol. I. 
Washington: Brookings Institution, 1939. 9”. Pp. xvi-+ 519. 
$3.00. ; 


[To be reviewed. ] 


NucGent (R.). Consumer Credit and Economic Stability. New 
York : Russell Sage Foundation, 1939. 9)”. Pp. 419. $3.00. 


[Mr. Nugent’s book consists of two principal parts. The former is an attempt 
to estimate the theoretical significance of fluctuations in consumer credit in con- 
nection with recent doctrines of the trade cycle. This section of the book is well 
argued and well informed: the author accepts and presents the theories of Mr. 
Keynes with lucidity and precision, but it is only the more unfortunate that he 
finds it necessary to add still further to the terminology of cycle literature, and 
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to rewrite the argument of the General Theory in the terms of the T'reatise. The 
statistical section of the work is thorough, scholarly, and well-documented. It 
might, however, in the event of a second edition, be worth the author’s while to 
include summaries of the statistical estimate of the national income of the U.S.A. 
to which he refers, in order to make the task of quantitative comparison easier for 
the English reader. In general, a very thorough study of a subject, not perhaps 
of absolutely major importance, which has been hitherto neglected.] 


Raw Materials Bibliography. Washington: United States Tariff 
Commission 1939. 10}”. Pp. 85 + xi. 


[A roneo-ed list of books and reports dealing with raw material problems, 
The main text is arranged under the author or institute or government depart- 
ment responsible for each publication. A topical index at the end gives subject 
references to the items in the first section. The list is very complete as regards 
U.S. publications, but, if one may judge from a few samples, it has considerable 
gaps when it comes to the literature of other countries, and in particular Great 
Britain. ] 


Rose (J. R.). Public Utility Regulation in Pennsylvania. Phila- 
delphia : University of Pennsylvania, 1939. 9”. Pp. v + 172. 


[A Ph.D. Thesis of the University of Philadelphia, this discusses in relation 
te public utilities the regulatory authority, its legal status, powers and procedure, 
the rate base at different periods, rates of return and depreciation. ] 


Sayre (F. B.). The Way Forward. New York and London: 
Macmillan, 1939. 83”. Pp. 230. 14s. 


[The Executive Committee on Commercial Policy of which Mr. Sayre is the 
chairman was responsible for the original draft of what became the 1934 Trade Agree- 
ments Act. Up to April 1, 1939, trade agreements had been concluded with 
nineteen countries, which accounted for about 60 per cent. of U.S. foreign trade. 
In discussing the principle behind these agreements Mr. Sayre suggests that it is 
possible to distinguish between tariffs which have and those which have not 
““economic justification,’ and he gives many examples of concessions which 
have been exchanged. Although it is difficult to clarify this distinction, it 
appears that the Act has been successful in increasing trade. The book, which is 
written in non-technical language, deals with the history of the Act, the method 
of making agreements and with the effect of the programme. | 


SmitrH (E. L.). Tides in the Affairs of Men. New York: Mac- 
millan, 1939. 8”. Pp.x-+ 178. $2.00. 


[From the time of Jevons, if not earlier, economists have been intrigued by 
the possible relations of sunspots and other physical phenomena to the economic 
rhythm. The author of this book has studied the various biological, tidal, 
weather and solar cycles, and seeks to relate them to economic movements. ] 


StaRKEY (O. P.). The Economic Geography of Barbados. New 
York: Columbia University Press (Oxford University Press), 1939. 
9”. Pp. x + 228. 19s. 


[A large part of this book is concerned with the economic history of Barbados 
since the seventeenth century, but there are two long chapters on more recent 
production and consumption. The author concludes that it is ‘‘ the moderate 
adversity caused largely by variations in the Barbadian environment which 
explains an important part of the island’s progress.’’ Changes in the physical 
environment do not, of course, always operate directly, but nevertheless they 
have tended to be of the utmost importance. It is unfortunate that the author 
should go so far as to support the theory that ‘‘ civilisation is the product of 
modern adversity.’’] 


Stewart (P. W.) and others. Does Distribution Cost too Much ? 
_ York: Twentieth Century Fund, 1939. 9”. Pp. xvii + 403. 
50. 
[To be reviewed. ] 
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Tavssic (F. W.). Principles of Economics. Vols. I.and II. New 
York: Macmillan, 1939. 9”. Pp. xxii+ 547 and xvii + 595. 
12s. 6d. each. 

[A new edition of this famous text-book is greatly welcome. The sections 
which have been most drastically revised are those concerned with money and 
banking, and with distribution. While an admirable chapter on the individual 
firm, drafted by Dr. J. M. Cassels, and a considerable rearrangement of Book III 
(‘‘ Money and Banking ’’), due largely to Professor Karl Anderson, have brought 
the book up to date in matters of fact and serve to indicate the trends of more 
recent thinking, in all major essentials it remains as it was when many of us read 
it as our first introduction to the science. Professor Taussig, in a wholly un- 
warranted spirit of modesty, apologises for the pretentious title of ‘* Principles of 
Economics’ applied to what it might have been wiser at the outset to have 
called ‘‘ Introduction to Economics.’’ May we remind him of some words of 
Professor Cannan in his plea for a simpler economics. ‘‘ In fact, most of the 
simplest things in economics have never been put in such a way as to carry 
conviction to the mind of the sort of person who is in the great majority of every 
public, and the blame is not altogether to be put on his feeble mind, but in large 
measure on the unnecessarily complicated expositions offered by the economists.” 
Would that some of his juniors might learn from Professor Taussig that what is 
most true is not necessarily what is most obscure. ] 


THompson (C. M.) and Jonss (F. M.). Economic Development of 
the United States. New York and London: Macmillan, 1939. 9”. 
Pp. xiii + 794. 18s. 

[An attractively printed and illustrated elementary introduction to American 
economic history. } 

WirHers (W.). Financing Economic Security in the United 
States. New York: Columbia University Press (Oxford University 
Press), 1939. 83”. Pp. x +210. 17s. 6d. 

[To be reviewed. ] 


Belgian. 


Gortnas (G. N.) and others. La Gréce économique. Gembloux : 
Duculot, 1939. 94”. Pp. 150. 


[This study (in French) of the Greek economy is reprinted from the Revue 
Economique Internationale. Different writers discuss the physical and climatic 
environment, the population, agriculture, industry, merchant marine, foreign 
trade, banking and monetary systems, and the public finances of the country.] 


French. 


Baupin (L.). Free Trade and Peace. Paris: International 
Institute of Intellectual Co-operation (London: Allen and Unwin), 
1940. 9”. Pp. 87. 2s. 6d. 

[To be reviewed. ] 

Bonn (M. J.). Wealth, Welfare or War. Paris: International 
Institute of Intellectual Co-operation, 1939. 93”. Pp. 50. 2s. 6d. 

[This is an examination of the fundamental reasons why economic policy has 
become so much more important as an instrument of national policy. Chapter 
VII consists of a summary of these reasons, and contains a long discussion of 
the growing disbelief in external economic laws. The last war showed that 
economic laws could ‘‘ either be suspended, switched off, counterbalanced or 
manipulated ’’; and intervention by governments in economic life has long been 
inevitable. ] 

Bovuxaourts (N. G.). Vers l’état économique. Paris: Librairie 
générale de droit et de jurisprudence, 1939. 9”. Pp. 160. 

[A study by a Greek writer of recent trends in economic development and of 
the growing intervention of the State in economic affairs. } 
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SILBERNER (E.). La Guerre dans la pensée économique du XVI au 
XVIII siécle. Paris: Sirey, 1939. 10”. Pp.v+ 301. 70/fr. 


[This book studies the effects on the thought of the mercantilists, of the 
physiocrats, of the English liberals and of other thinkers, of the prevailing 
possibility of war. The author is Privat-Docent in the University of Geneva. | 


Tasca (H. J.). World Trading Systems. Paris: International 
Institute of Intellectual Co-operation (London: Allen and Unwin), 
1940. 94”. Pp. 171. 6s. 6d. 


[To be reviewed. } 


Dutch. 


GRUNFELD (E.). Die Peripheren ein Kapitel Soziologie. Amster- 
dam: Noord-Hollandsche Uitgevers Mij, 1939. 94”. Pp. 102. 
3.90 fl. 

[A posthumous book by an author who was generally recognised as an inter- 
national authority on co-operation. The present book deals, however, with 
a very different subject—with ‘‘ peripheric ’”’ people. By this are meant people 
who, voluntarily or involuntarily, have been removed from their natural sur- 
roundings—national, racial, religious, social, intellectual, physical, or moral—and 
who have become “‘ strangers ’’ in new surroundings trying to assimilate them- 
selves in various ways and degrees. Although not of direct economic interest, 
it is a really fascinating sociological study, the footnotes indicating the encyclo- 
pedic scholarship of their author. It will also be found by its readers to throw 
much new reflected light on matters of economic relevance, such as social strati- 
fication, internal migration, wage competition of foreign workers, and others. ] 


Koopmans (T.). Tanker Freight Rates and Tankship Building. 
Haarlem : De Erven F. Bohn; London: P. 8. King, 1939. 93”. Pp. 
xii+ 219. 7s. 6d. 


[The English price of this book, reviewed in the December issue, is 7s. 6d.] 


Swiss. 


GEISER (A.). Die Kompensation als Mittel der Aussenhandels- 
politik unter besonderer Beriicksichtigung der Schweiz. Zurich: Von 
Schulthess, 1939. 9”. Pp. 109. 4.50 fr. 


[This book, which has been written in the Economic Seminar of Zurich Uni- 
versity, deals with the problem of direct barter as an emergency method of 
conducting foreign trade. The main interest of the book lies not so much in the 
general part analysing the methods of such direct barter (although even here 
the historical inferences from the conditions of the 1914-18 war make quite 
topical reading), as in the special part dealing with Swiss conditions. This part 
describes very clearly and interestingly how Switzerland was gradually forced 
from free multilateral trading to clearing agreements, and was then, through 
difficulties arising from exchange rate fixing, driven further to direct barter 
arrangements. The various agencies organising this direct barter are individually 
deseribed (such as the Swiss Central Offices for Grain and Fodder, for Coal 
Imports, for Liquid Fuels, for Sugar Import, the Swiss Brewers’ Union, and the 
Association of Importers of Lubricating Oils). This is a competent book, and 
is also of topical interest in view of the importance of Swiss foreign trade methods 
and institutions for economic warfare.] 


Ttalian. 


_ Bartista (G.). La nuova rivoluzione economica. Rome: Studi 
di politica, finanza ed economia, 1939. 8}”. Pp. 26. 
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Demaria (G.). Cambie Clearings nella politica autarchica. Rome: 
S.A. Editoriale del commercio, 1939. 94”. Pp. 70. 1.8. 


Decui Espinosa. II reddito e la ricchezza degli Italiani nel 1936-7, 
Florence: Cya. Pp. 88. 120. 


Gietio (C.). Mercantilismo. Padua: Cedam, 1940. 10’. Pp, 
iv + 125. 201. 

[A reprint of articles on various aspects of English Mercantilism : industria] 
protection, Navigation Laws and Corn Laws. A brief appendix stresses the 
identity of the fundamental concepts of Mercantilism and Corporativism.] 

Gini (C.) and others. I Contributi italiani al progresso della 
statistica. Rome: Societa Italiana per il Progresso delle Scienze, 
1939. 103”. Pp. xii + 154. 

{An offprint from the centenary volume of the Italian Association for the 

Advancement of Science, containing the following contributions: C. Gini, 
Character and International Position of Italian Statistics; G. Pietra, Statistical 
Methodology; F. Paglino, Biometrics; P. Fortunati, Theory of Population and 
Demography; G. Ferrari and A. de Polzer, Economic Statistics.] 

GRaAZIADEI (A.). Le Crisi del capitalismo e la variazioni del 
profitto. Milan: Fratelli Bocca, 1940. 93”. Pp. xi + 223. 251. 


[A refutation of the economic theories of Karl Marx; the sixteenth volume 
which the author (according to the preface and bibliography) has devoted to this 
subject since 1923.] 

LaBRIOLA (ANTONIO). Discorrendo di socialismo e di filosofia, 
3rded. Bari: Laterza. Pp. 230. 161. 


Marrama (V.). Teoria dello scambio internazionale in regime 
libero e in regime autarchico. Padua: Cedam. Pp. 142. 201. 


Napouitano (G.). Problemi del corporativismo fascista nell’im- 
pero e nelle colonie. Padua: Cedam. Pp. 148. 161. 


PancierA (E.). Riflessi corporativi nella economia. Palermo: 
Palumbo. Pp. 292. 301. 

Pivato (G.). Le Imprese di servizi pubblici. Milan: Antonino 
Giuffré, 1939. 10”. Pp. xxvi+ 788. 90/1. 


[A treatise on the management of public utilities, chiefly from the point of 
view of accounting. ] 


Vinct (F.). Problemi demografici. Bologna: Zanichelli. Pp. 
230. 201. 
South American. 
LEISsERSON (S.). Adam Smith y su teoria sobre el salario. Buenos 
Aires, 1939. 74”. Pp. 27. 


Moun (T.). La Riqueza de Inglaterra por el comercio exterior. 
Translated by 8. Leiserson. Buenos Aires, 1939. 8”. Pp. 53. 


Czechoslovakian. 


Ketier (H.). Handbuch der Volkswirtschaft der Sowjetunion. 
Prague: Rivnaé, 1938. 8”. Pp. 288. 


[A book which tries to give an objective picture of conditions in Soviet Russia, 
as an ‘‘ empiric proof” of the success of a planned system. The text is largely 
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based on figures drawn from Russian and German sources. By keeping to figures 
the author hopes, rather naively, to avoid the danger of emotionalism, but he 
does not hide his admiration for Soviet achievements, and one is often reminded 
of the newly elected Mayor who promised his Town Council to keep strictly to the 
‘*narrow path between partiality and impartiality.”’ The authoris, however, by no 
means uncritical (quality of products, railway system). Furthermore, there are 
excellent historical suiamaries introducing most of his chapters (on individual 
industries, agriculture, trade, transport and public finance). The book also con- 
tains some most valuable information on important but neglected matters, such as 
the enormous percentage of young people under 23 among the skilled industrial 
workers (47 per cent. among aeroplane workers, 46 per cent. among electrical 
engineers and fitters, 49 per cent. among turners), particularly in the famous 
‘‘erack works.’’ This fact goes further to explain the Stachanoff movement 
than many wordy articles. It also augurs well for the industrial future of the 
U.S.S.R. Facts of this kind are the best things in this book, although even 
there one would like to know more about the statistical material used in their 
computation.] 


Official. 


BRITISH. 


Royal Commission on the Distribution of the Industrial Population. 
London : H.M. Stationery Office, 1940. 93”. Pp. x + 320. 5s. 
[To be reviewed. ] 


Statistical Abstract for the British Empire for each of the ten 
years 1929 to 1938. London: H. M. Stationery Office, 1939. 
94". Pp. xv + 234. 3s. 6d. 


The Thirtieth Report of ‘the Commissioners of His Majesty’s 
Customs and Excise for the Year ended 3lst March, 1939. 
London: H.M. Stationery Office, 1939. 94”. Pp. 205. 3s. 


LEAGUE OF NATIONS. 


International Trade in Certain Raw Materials and Foodstuffs 
by Countries of Origin and Consumption, 1938. Geneva: League 
of Nations (Allen and Unwin), 1939. 103”. Pp. 178. 6s. 


International Trade Statistics, 1938. Geneva: League of 
Nations (Allen and Unwin), 1939. 103”. Pp. 343. 12s. 6d. 


INTERNATIONAL LABOUR OFFICE. 


The Investment of the Funds of Social Insurance Institutions. 
Geneva: International Labour Office (P. S. King), 1940. 93”. Pp. 
viii + 196. 5s. 


[The basis of this report is a questionnaire drawn up by a body of experts in 
social insurance and addressed to the members of a larger Committee on Social 
Insurance. The replies were used as the material for a second meeting of experts 
to determine the main principles of investment for such institutions. Various 
appendices record the actual practice in different countries and different schemes. 
The broad conclusions reached were that hoidings ‘“ will have to consist in the 
main of fixed-yield investments, suitably apportioned both from the point of 
view of locality and . . . of distribution of risks. . . . The average yield will 
still remain very sensitive to monetary devaluation and to measures reducing the 
income from investments.”” No form of investment is proof against all such 
risks. There are various means, including levies and government contributions, 
which may require to be invoked in case of emergency.] 














